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January 24, 1983 
The Honorable David Roberti 
Chairman, Senate Rules Committee 
State Capitol, Room 205 
Sacramento, California 95814 
Dear Senator Roberti: 
The Senate Committee on Governmental Organization held 
an interim hearing in the State Capitol on November 10, 1982, 
to take testimony on Senate Resolution No.52. This resolution 
requested a study of the effect upon state government of the 
deregulation of the Bell Telephone System. 
The hearing resulted in considerable testimony from 
representatives of several state agencies, the major telephone 
companies, and providers from the private sector. A number 
of questions were raised relating to the cost and quality of 
services provided by the Department of General Services to 
other state agencies. These questions have been referred to 
the Auditor General for study and report. 
The summary of testimony included with this transcript 
highlights the major statements offered at the hearing. I am 
forwarding a copy of the transcript to you with this letter. 
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The hearing was scheduled to take testimony on 
Senate Resolution No. 52, introduced by Senator B l Greene, 
which requested a study of the effect of the dismantling of the 
Bell Telephone network and the state's telecommunications needs 
for equipment and services. The hear focused on the four 
following questions: 
1. What will be the effect of the federal deregulation 
of the Bell system on the telephone and tele-
communications systems of the State of California? 
2. Will the state's own purchasing contracting of 
telecommunications systems have any impact on the 
price of such services for private businesses and the 
general public? 
3. How can we ensure that state departments and 
agencies contract for the services actually 
needed, at the lowest price possible? 
4. How should state government organize itself to 
assure the most effective purchasing, from both a 
qual and price viewpoint, from the array of 
services which may be offered? 
Spokesmen for Pacific Telephone and Telegraph Company 
downplayed the assumption that the creation of the new 
American Bell Company in January 1983, and the subsequent 
divestiture of Pacific Telephone in 1984 by the American 
Telephone and Telegraph Company, would lead to dramatic changes 
the organization of the Bell system, it will continue to 
function perhaps more than before. After the 
changes have been made, AT to provide most 
long distance service; a new unregulated separate subsidiary 
(American Bell) will provide terminal equipment; and Pacific 
Telephone will continue to provide local service, access to 
the network, and other services the company now provides. 
Under the new structure, Amer Be will iver products 
and services from AT & T. The new company will be divided into 
two divisions. The Advanced Information Systems Division will 
service large private corporations and governmental organizations, 
and the Consumer Products Division will service private homes 
and small business customers. 
At the present time, a total of approximately 65 Pacific 
Telephone Company employees are engaged working with the 
State Department of General Services and other agencies of state 
government to support existing state communications contracts. 
It is anticipated by the company that this present workforce will 
i 
continue in operation after 
services supplied by the company 
be made available. 
that all current 
state will continue to 
After deregulation takes effect, AT & T will continue to 
operate its Long Lines corporation, Bell Laboratories, and the 
Western Electric Corporation. In addition, AT & T also will 
assume the intrastate, interexchange operations of the local 
operating companies. The new independent subsidiary, American 
Bell, will manufacture and supply terminal equipment, and the 
present 22 local operating companies in the Bell System will 
be reorganized into 7 regional holding companies. The regional 
holding companies will be independent of AT & T and one another, 
with separate boards of directors and officers. The Pacific 
Telephone Company will form one regional company with Nevada Bell. 
The regional companies will own all local exchange equipment 0 
wiresu and Yellow Pages, but will not own the equipment on a 
customers premises. The new regional companies will be able to 
sell equipment to customers and others, in a competitive market-
place with any other providers of such equipment. 
The Department of General Services representatives testified 
that the annual telecommunications expenditures of the state at 
this time total over $85 million. Of this amount, 96% is spent 
on service charges, mostly to the Pacific Telephone Company. 
The price the state will have to pay for this service after 
deregulation is uncertain. Some experts estimate rate increases 
of approximately 200-300%, but it is possible that the competi-
tive marketplace could result in cost savings. 
The Communications Division of the Department of General 
Services has prepared both short-term and long-term plans for 
the period after deregulation. Under the short-term plan the 
Division will consider alternatives to the present transmission 
ilities, and the methods by which telephone equipment is 
acquired. The Division will provide engineer assistance to 
state agenciesv as needed, and will develop technical specifica-
tions for soliciting competitive bids. The specifications may 
include a "turnkey" operation, in that the vendor-contractor 
might be required to provide the in-house cabling, in-house wiring, 
and if appropriate the maintenance service. 
Under the long-range planu the Division will continue to 
investigate the feasibility of the state partially or totally 
ope:rating its own telecommunications service. Th~s m~ght ~nclude 
the state owning the switching and transmission facilities now 
provided by telephone utilities. 
ii 
Other witnesses testified that in terms of the installed 
base of telephone terminal machines 0 key systems, and PBX 
systems; the present Bell System holds about 60% of the 
installed base, the independent telephone companies about 20%, 
and the new interconnect industry about 20%. Over the next five 
years, due to competitive factors, the new interconnect industry 
share of this market might increase to about 50% of the base. 
As a result, the state may have a major opportunity over the 
next year or so to achieve cost savings. 
A witness from the new interconnect industry was asked by 
members of the committee to review the Department of General 
Services report outlining the department's plans for coping 
with the pending deregulation of the Bell System. The appraisal 
by the witness is published in Appendix B of this transcript. 
several state employees from the telecommunications field 
tsstified at the hearing. They voiced complaints that communica-
tions services supplied to state agencies by the Department of 
General Services were often overpriced, poor in quality, and 
slow in delivery. The committee has requested the Auditor 
General to review these complaints, and a report from the 
Auditor General is expected in the near future. 
* * * * * * * * * * * * * * * * * * * 
iii 
1 
P R 0 C E E D I N G S 
---ooo---
CHAIRMAN DILLS: Any senators within the hearing 
voice who are members of the Governmental Organization 
5 ttee, will you please come to the hearing room? We are 
6 open the hearing on the Senate Resolution Number 52. 
7 Good morning ladies and gentlemen. The hearing today 
8 is in response to Senate Resolutaion Number 52, offered by 
ll the State teleco~nunications needs for equipment and 
14 It is clear that after next January 1st the deregulati 
15 the Bell system as ordered by Federal court decree will chang 
16 major way the manner in which the State of California 
17 ts business for the telecommunications services. The 
20 lenges and opportunities for state government as one of the 
21 largest users of such systems and services. 
22 At the hearing today we will be concerned with the 
23 following questions: First, what will be the effect of the 
24 deregulation of the Bell system on the telephone and tele-
25 communications systems of the State of California? Second, will ' 
26 the State of California's own purchasing and contracting for 
27 telecommunications services have any impact on the price of such 
2B services for private businesses and the general public? Third, 
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1 how can we ensure that state. government departments and agencies 
2 only contract for the services they actually need, at the lowest 
3 price possible? And fourth, how should state government 
4 organize itself to assure the most effective purchasing, from 
5 both a quality and price viewpoint, from the array of services 
6 which may be offered? 
7 The subject matter of the telecommunications systems 
i 
8 land services is highly complex~ Several members of this 
9 Committee have some familiarity with the subject; others of us 
10 do not. The hearing today will be both informational and 
11 educational for the Committee, and I request all witnesses to 
12 present their testimony in as non-technical a fashion as 
13 possible so that we can obtain maximum value from it. 
14 At this point I would like to thank all the witnesses 
15 who will testify today. The Committee members will follow your 
16 testimony closely, and your comments and suggestions are vital 
17 to our understanding of this issue. 
18 We have a very long agenda, as you probably have 
19 noted, if you have walked to the front and secured a copy of 
20 it, which is still available. And so we might proceed at this 
21 time so that we may complete this hearing this day, if possible. 
22 I want to welcome to the Committee the members 
23 Jim Ellis, to my right, Senator Ellis; Senator Robert Beverly. 
24 To the left, Senator Bill Greene and Senator Paul Carpenter. 
25 Senator Greene, do you have a statement to make at 
26 this point? 
27 SENATOR GREENE: Not a statement as such, but let me 
28 indicate for the record and for the members of the Committee tha 
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I initially became alerted to this specific matter through the 
2 Communication Workers brought before the court. They had filed 
i a rule, and they wanted to know if anyone up here was considerin< 
1 the possible effects of this matter, if the court ruled in the 
5 manner in which they ultimately ruled. And of course, we know 
6 about the Federal Legislature. 
7 The point that caught my attention, of course, was 
8 the fact California is the number one customer of the telephone 
9 company. Bigger than any industry or any firm or what have you. 
10 The usage of telecommunications by state government is so 
II multi. 
12 One point that was brought home to me was, for example 
13 lthe deal with emergency services. And they were pointing out 
14 the kinds of problems that exist right now under the old system. 
15 For example, I understand when our California National Guard 
16 goes on maneuvers that frequently one unit can't communicate 
17 with the other. So that's the kind of problems that exist now, 
18 and the figure that struck my attention. And then, of course, 
19 the argument about the costs, what kind of new world it's 
w going to be. You know, they have multi firms competing for 
21 the sale of the equipment, and this kind of thing; whether or 
22 not the State had a plan. These kinds of things are the things 
23 that caught my attention, and in fact started me to stirring 
24 around. 
25 There are many aspects of it, as the members of this 
26 Committee know from the work of another one of our city committe s, 
27 some ugly aspects of it have even cropped up. So I think 
28 when we view the whole thing -- the greatest impression was 
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1 made on me when people said, "Well, just imagine when the 
2 computer world came on the scene and what we had." And they 
3 said that, "Senator, this one is bigger." 
4 So I just that's the framework. I don't know the 
5 answer, but I ~hink we need to find out where the thinking is, 
6 what the future is. It's not up to us to run it, and the 
7 resolution isn't intended in that regard. However, we do have 
8 a responsibility in seeing that as it relates in the policy. 
9 So I'll drop it right there, Mr. Chairman. 
10 CHAIRMAN DILLS: Thank you, Senator. We appreciate 
11 your comments and giving us a background into the resolution 
12 which has been referred to as -- by the Rules Committee. 
13 May we proceed with the witnesses at this time, and 
14 I want to add to those that are present, we welcome Senator-
15 elect and present Senator Keene. Happy to have you present 
16 at this hearing today. 
17 SENATOR KEENE: Thank you, Senator. 
18 SENATOR GREENE: Mr. Chairman, I have one important 
19 point that I neglected to make, if I may. 
20 The telling thing on me was I was informed that our 
21 communication systems now are basically under the old 
22 organization plan that was run by the telephone company. Any-
23 thing that needed -- any decisions that really needed to be 
24 made as it relates to an overwhelming majority operation of the 
25 telecommunications systems, the telephone company lS r1gnt ~nere 
Z6 next door. And in fact, downstairs there's a corridor or 
27 walk-through that connects this division of General Services 
2S of the telephone company. So really, decisions were made by 
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th0 te company. The te ne company's posture now is 
2 going to be totally dif rent. They aren't going to be there 
next r. So I don't mean to condemn the people the 
telecommunications who are~ate employees. I am not in a 
5 position to do that, and I have no desire to do that. There are 
6 people in the private sector that don't know answers yet in 
7 this regard, so it's logical that our people, never having the 
8 experience of running a system like this on their own or 
9 almost on their own, and then given the fact that it's so new, 
lO that's so I just wanted to add that. 
11 CHAIRMAN DILLS: Thank you. 
12 Don Clark, the marketing manager for Pacific Telephone 
13 and Telegraph Company. 
14 Is Mr. Clark here? 
15 Come forward, please, and may we ask that the 
16 witnesses use these microphones, here, because that one sprung 
17 a eak and we need some telecommunications help. 
18 MR. ROYALTY: Good morning, Mr. Chairman and members. 
19 Thank you for your words of welcome, and we are very happy that 
20 are ng this hearing, because we find that there is a 
21 great deal of mystery and sconception about what's happening 
22 to the Bell System. In fact, although the changes are very 
23 broad, they are very simple in nature. Those services that 
are subject to competition will be offered by unregulated 
ies and other services will continue to be offered by 
util ies. 
In reading some of the materials that were distributed 
2s in advance, I found there an assumption that is easy to reach, 
PETERS SHORTHAND 
3435 AMERICAN RIVER Df11VE, SUITE A 
SACRAMENTO, CALIFORNIA 95825 
6 
1 but erroneous. And that is that the creation of American Bell 
2 in January of '83 and the subsequent divestiture of Pacific 
3 Telephone by A T & T in 1984 will cause dramatic changes in 
4 !the costs in the way the telecommunications business is run. 
5 In fact, the reverse is somewhat true. Most of these 
6 changes are already happening. vve already have substantial 
7 competition in the provision of terminal equipment and long 
8 distance services and other services. And the two organizationa 
9 developments that we will discuss are more the result of these 
10 changes than they are the cause. 
11 I respectfully suggest, Mr. Chairman, that the 
12 expression "the dismantling of the Bell System" is perhaps 
13 too strong and emotion-laden to describe the situation accuratel . 
l4 It is true that there will be some fundamental changes in the 
15 organization of the Bell System, but remember that the 
l6 component parts of the Bell System will still be functioning 
17 and functioning strongly. Perhaps more aggressively than 
18 before, because we will be free of certain regulatory 
19 constraints. After these changes the AT&T will still provide 









unregulated subsidiary will be providing terminal equipment, 
and I assure you that Pacific Telephone will still be in place 
providing local service, access to the network, and other 
services that we provide even now. 
Our witness this mornJ.ng J.S Mr. Don --c.tarK wno rs 
Pacific Telephone's marketing manager for the State of 
California account, and he will explain the changes in the 
Bell System and how they may enhance our ability to serve the 
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MR. CLARK: Thank you, Reed. 
Let me in by g a br f definition of my 
1 existing responsibility. I manage the marketing organization 
5 of Pacific T.elephone Company, assigned to the State of Californi< . 
6 What current exists is a group of 65 people interfacing with 
7 State Department of General Services and all the various 
8 agencies in all locations in the State of California. These 
9 65 people are located primarily here in Sacramento, but we 
10 also have people in Los Angeles, San Diego, Orange County, 
11 San Francisco, and Santa Rosa to support the existing state 
12 communications requirements. 
13 This organization basically as a marketing group has 
!4 three separate functions in it and three separate skills, if you 
15 will. One is a sales function where our people are making 
16 proposals of communications recommendations to various state 
17 agencies and telecommunications organizationsi second function 
l8 is technical support where people support the basic design 
19 of the systems that we would recommend; and the third one is 
20 he administrative support. And these are the people that 
21 nterface with all the state organizations on a day-to-day 
22 basis to handle ongoing maintenance problems, changes, moves, 
23 etcetera. The basic day-to-day activi as it would pertain 
24 to the services provided by Pacific Telephone Company. 
25 Understanding that, I would call your attention to 
26 the written statement that we have already delivered to the 
27 Committee, and basically highlight what we discuss in that 
28 written ~tatement. Generally we are dep ing our existing 
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1 organization and how we are organized to interface with the 
2 various state departments and agencies. 
3 Secondly, we talk in terms of basically some of the 
4 principles of how we plan and intend to- do business with the 
5 State of California, and talk in terms of some of the evaluation 
6 criteria that we use in the formulation of the suggestions, 
7 recommendations that we would make to our organization. 
8 We have a brief description of the range of services 
9 currently provided by Pacific Telephone Company, and very 
10 short discussion which I will elaborate more on in my testimony 
11 about what we see as the future of Pacific Telephone and 
12 Bell System. So that in summary is the comments of the 
13 statement we have delivered to you in writing. 
14 Mr. Chairman, my testimony today will be directed 
15 to your first question. We feel that's the one that pertains 
16 specifically to us. If I may take a minute and restate that 
17 as written in your agenda: 
18 "What will re the effect of 
19 deregulation of the Bell System on the 
20 telephone and telecommunications systems 
21 of the State of California?" 
22 Well, to begin to understand this and be reflecting 
23 a Bell perspective, I guess, in the eyes of the Bell System 
24 there have been two major external Federal governmental actions 
25 influenced the future of our organizations. To begin with, 
26 Federal Communications Commission, Computer Inquiry II decision 
27 rendered in 1980 told us that if we are to market terminal and 
28 enhance network systems in the future, we will have to do this 
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subsidiary. At that time 
the FCC told the Bell tern you have 18 months to prepare for 
How do you lan to do s? And or nally that us 
to a date of March f t of 1982 which was subsequently extended 
5 to be January first, 1983. 
6 The second major external influence on the future of 
7 the Bell System which we will deal with in more depth later 
8 was the settlement of the long-standing antitrust case against 
9 American Telephone and Telegraph. And that resulted in a 
10 modified consent to create modified final judgment of consent 
11 to create earlier this year. And this modified final judgment, 
2 Judge Greene told Bell System that they just divest themselves 
13 or AT & T must divest themselves from those 22 or 23 existing 
!4 operating entities known as the operating companies of the Bell 
!5 System of wh h Pacific Telephone is one. Now that will result 
in an activity to take place January first, 1984 where AT & T 
17 will become totally separate from the operating companies as 
18 we know them today. And later my testimony, I will give the 
19 very little t of information that we know and understand 
20 about how we expect that to develop January first, 1 84. 
21 But I think in view of all that we have seen in 
22 preparation for the hearing this morning, what the State of 
California is more concerned with today what are we going 
24 to look like in 1983 under what has been referred to as 
25 deregulation? There will be in place January, 1983 a 
26 regulated entity. And you can consider that to be Pacific 
27 Telephone Company. And they will basically be doing business 
2S with the State of California and other business customers in 
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1 exactly the same manner we are today, with the exception of the 
2 fact that they will not be marketing new terminal and enhanced 
3 network services that are not already in their inventory. But 
4 they will continue to support the existing installed base of 
5 products and services provided to the State of California and 
6 other business and residence customers in exactly the same way 
7 they do today. This would mean that the basic integral parts 
8 of the state communications system provided by Pacific Telephone 
9 Company, the Network, the voice and data network and the 
10 CENTREX systems that are most prevalent throughout the State 
11 of California will be supported as they are today, and the 
12 direction of the regulated side of the business is to continue 
13 to enhance those services and improve them. 
14 On the other side, under AT & T is a fully separated 
15 deregulated subsidiary that will exist, and organization called 
16 American Bell. American Bell will deliver the new products 
17 and services from AT & T. Essentially it will become the 
18 distribution channel for all the new products and services, 
19 or those systems installed after 1-1-83, and will be an 
20 organization of national structure. 
21 American Bell will basically have two divisions within 
22 it, one being known as advanced information services --
23 advanced information systems, I should say, which will market 
24 to the business customers to include the various state and all 
25 other governmental organizations. They will also have a 
26 consumer products division that will market to the residence 
27 subscriber and the single line business subscriber. 
28 Now American Bell was really first organized in the 
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} service called Advance In ion Services, Net I. 
Bell filed its capitalizat plan in January and was 
4 for that one product the June timeframe. American 
5 subsequently July 2nd of this year filed a capitalization 
6 to put place l-1-83 a national sales organization to 
7 terminal and enhance network services in a deregulated 
8 ronment effective l-l-83. The FCC had 180 days to approve 
9 t capitalization plan, and that was just recently approved 
w n November 4th. So in our opinion at this point in time the 
ll ast roadblock to the emergence of this deregulated subsidiary 
12 removed just several days ago. 
13 Now I'd 1 to now be more specific as best I can 
14 the information available to us now as to how we would 
15 ct both of these organizations, the regulated and the 
16 regulated, to interface with the State of California in 1983. 
17 To begin with, in the regulated side which you can 
l8 exist as Pacific Telephone Company here will be a 
9 branch organization very similar to the one I manage 
20 in place supporting the exist base of products and 
21 exactly as we do today. That organization will be 
22 of 75 percent of the people the are working with the 
23 today. And as I mentioned earl r, that organization is 
24 pproximately -- is exactly 65 people today. It will maybe 
25 just less than that. There will be a marketing 
26 
27 resources, and they will be structured in exactly the same 
28 fashion that I defined earlier as my organization exists today. 
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1 Sales support, technical support, and administrative support. 
2 The products and services that will both be market 
3 to the State and supported will include the network services 
4 that exist, include both the voice and data network, and also 
5 continued support to existing CENTREX systems that interconnect 
6 to the network. 
7 It's been committed by the new vice-president of the 
8 regulated marketing organization of Pacific Telephone Company 
9 that these services will very definitely be supported in the 
10 same manner they are today, but will also be enhanced. And that 
11 is the current expectation. 
12 The basic installation and maintenance and repairing 
13 organization that exists today to support your product and 
14 service base will exist in 1983 in exactly the same structure. 
15 Building support, the same. The directory organization, the 
I6 directory support that's provided will remain part of Pacific 
17 Telephone both in '83 and in the future. And exactly the same 
18 support that's been p~ovided to the existing emergency services 
19 subscribed t9 the state will be intact. So we see with respect 









subscribed to from the State of California, Pacific Telephone 
Company will be supported in virtually the same way they are 
today. 
Now the one major development that we expect to take 
place sometime between 1 1-83 and 1 ·l-84 1.s tnat a1.1. or pare 
of the existing -- I will pause for a minute, because I think 
it's important, here-- sometime between January 1st, 1983 and 
January 1st, 1984 all or part of the existing installed base of 
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may happen in stages with certa products and services going 
first and others later, but 's antic that a certain 
4 portion or all of the installed base at a future point in time 
5 will be migrated to the new deregulated subsidiary. The 
6 reason for that is that it's --to beg with, January lst, 
7 1-1-83, the FCC has insisted that the deregulated subsidiary 
8 start as you start any other business 1 without a billing base. 
9 And the point in time that you would choose to migrate the 
lO existing terminal base would obviously begin to establish a 
11 billing base for the new subsidiary. That in addition to those 
12 products and services that they will begin to sell 1-1-83. 
13 SENATOR KEENE: Could I ask a question? 
14 CHAIRMAN DILLS: Senator Keene? 
15 SENATOR KEENE: What does that mean? I understand the 
16 words, but what does that mean that all or part of the existing 
17 base or terminal base will migrate over to American Bell? Could 
18 you just explain that to me? 
19 MR. CLARK: I should explain that that will not 
20 include the CENTREX service, because that's considered to be 
21 the network service. I'm say terminal equipment where there 
22 lS premise base terminal service. PBX systems, data terminals, 
this type of that is separate from the network 
24 services would be moved from the asset of the existing operating 
25 company to become an asset of the new subsidiary. 
26 SENATOR KEENE: Okay. And who decides what moves and 
27 what stays? 
28 MR. CLARK: Well, the FCC will make that call. 
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SENATOR KEENE: And where is the breakdown likely to 
2 take place between what stays and what goes? 
3 MR. CLARK: Well, okay. It's been discussed in 
4 terms of new electronic switching systems that are currently 
5 installed. That would be basically our dimention PBX and our 
6 Horizon switchline are considered -- the electronic switching 
7 systems would be considered those premise-base terminal services 
8 that would be moved from the asset base of the existing operatin 
9 company to the asset base of the new subsidiary. Also existing 
10 data terminal-type equipment, our line of model forty-three 
11 forty-five forty terminal, data terminal equipment. Keyboard 
display equipment would be also considered for that move from 12 
13 the asset base of the company to the new subsidiary. 
14 Now those services that I just mentioned are going 
15 to be some of the services that will be provided by the new 
16 subsidiary in the future. And it's recognized, I believe, that 
at a point in time that the FCC sees it appropriate, that it's 17 
18 in the best interests of most of our business and governmental 
19 customers to have a clear definition of which Bell entity they 
20 should do business with. If you are dealing with basically 








regulated side of the business. If you are dealing with 
terminal and enhancement network-type services, you deal with 
the new regulated organization. But there is currently a 
mix of those services that the deregulated organization will 
be selling that exists in our current base period. So to make 
it a little easier for the business and government customer 
to do business with Bell, we need to make that decision as soon 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 

























possible. That's why the separation of exchange and network 
and terminal-enhanced services 
SENATOR GREENE: Mr. Chairman, stion? 
CHAIRMAN DILLS: Senator Keene? 
SENATOR KEENE: I think I'm getting it. 
SENATOR GREENE: Let me ask you, sir, what happens 
if a customer has about an even mixture of both in the services 
that they need? How would an agency handle that? 
MR. CLARK: Well, Senator, that's going to be --there 
aren't real clear definitions of that right now, but if I may, 
I will speculate. What we'd expect that most your agencies do 
have a mixture of those types of services. 
SENATOR GREENE: That's why I asked the question. 
MR. CLARK: We would expect that those network and 
exchange services that will be provided and supported and 
built by the regulated organization would be managed in 
exactly the same fashion they are today. Those products and 
services that will in the future be marketed and supported by 
the new separate subsidiary would become part of their asset 
base and building base. And the de ition of the distinction 
between the regulated and the deregulated would be that network 
and exchange-type services remain with the regulated side of the 
business, and appropriately so. The terminal premise-based 
systems products and services would eventually become the 
property of the new deregulated subsidiary. So that would 
make the deliniation that in my mind, by the end of the year, 
wou d simplify it for the business and governmental subscriber 
to understand who they are doing business with. Network ExchangE , 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO, CALiFORNIA 95825 
16 
1 regulated, terminal, premised-based equipment I see right here 
2 in front of me, I talk to American Bell. 
3 Does that answer your question, Senator? 
4 SENATOR GREENE: No, not really. But I guess that's 
5 the best answer you can give. 
6 MR. CLARK: I we expect to add considerably more 
7 definition to this, and as I said, the decision on what and how 
8 this is to take place will rest with the Federal Communications 
9 Commission. And as of right now we don't fully understand 
10 exactly when that's going to happen. 
11 SENATOR GREENE: Okay. Maybe_ it was an improper 
12 question to ask with any expectation of you being able to 
13 say anything definite, but okay, I'm sorry. Go ahead. 
14 SENATOR KEENE: Could I ask one more? 
15 CHAIRMAN DILLS: Senator Keene: 
16 SENATOR KEENE: What is the relationship between --
17 the deregulated entity will still be AT & T? 
18 MR. CLARK: Yes, for the period 1983. 
19 SENATOR KEENE: And then it will be called something 
20 else? 
21 SENATOR GREENE: Unregulated after that. 
22 SENATOR KEENE: Well, the unregulated will be 
23 American Bell; the regulated will be what, do we know? 
24 MR. CLARK: For 1983 you can expect that to be 
25 Pacific Telephone Company. 
26 SENATOR KEENE: Okay. And after that? 
27 MR. CLARK: After that -- I intend to deal with this 
I 
28 later -- after divestiture Pacific Telephone Company and the 
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boundaries of California and Nevada would become one of seven 
2 fully divested corporations from AT & T, but still a regulated 
1 ent 
SENATOR KEENE: So the use of the term ''subsidiary" 
5 means what? 
6 MR. CLARK: Use of the term "subsidiary" for the 
7 period of 1983 refers to American Bell, the deregulated 
8 subsidiary. 
9 SENATOR KEENE: Okay. And after that? 
10 MR. CLARK: After that American Bell still exists 
11 as a subsidiary of AT & T, but AT & T, American Bell, Western 
12 Electric, Bell Laboratories, AT & T Longlines Corporation, all 
13 those I have just mentioned being subsidiar s of AT & T 
14 become one entity, marketing supporting terminal premise-
15 base equipment systems and enhanced networks. And the seven 
16 totally divested, what we now know as operating companies, the 
17 existing 22 operating companies are grouped into groups of 
18 seven, becoming seven independent corporations independent of 
19 AT & T. 
20 SENATOR KEENE: And we will have no relationship 
21 with American Bell, no corporate relationship, not the same 
22 management or any interlocking or anything of any kind? 
23 MR. CLARK: That's true. 
24 SENATOR KEENE: Thank you. 
25 CHAIR~ffiN DILLS: Thank you, you may proceed. 
26 MR. CLARK: Okay. Now I believe I have covered how 
27 we would expect the regulated organization to interface with 
28 the State of California during 1981. Now I'd like to talk 
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l about how we would expect the deregulated subsidiary of AT & T, 
2 American Bell and the Advanced Information System Division of 
3 American Bell. 
4 As I explained, the organization will interface with 
5 business and governmental customers. How we will expect and 
6 a good deal of definition is still on the way as far as this 
7 is concerned. But if I may give you my expectations of how 
8 that organization would interface with the State. 
9 First of all, there would be two organizations within 
10 the Advanced Information System Division of American Bell. One 
11 would be focused on what we call industry markets which would be 
12 those large business customers and governmental customers. The 
13 other will be focused on the lower end of the business market 
14 which we call the general business systems organization which 
15 will market essentially what you might conside~ the small busine s 
16 customers. Two distinct national organizations. The one, of 
17 course, that will interface with the State of California would 
18 line up on the industry marketing organization. 
19 There will be in place January 1st, 1983 a national 
20 marketing organization of approximately 4,000 people reporting 
21 to a new head of American Bell subsidiary located in New Jersey. 
22 This industry marketing group will have four regional organizati ns. 
23 One being the Pacific Company's region which will have approxima ely 
24 six to 700 people in the Pacific Coast selling the new 
25 terminals and premise-based equipment offered by American Bell. 
26 There will be in place national pricing. As you are 
27 probably aware, due to regulated environment that all existing 
28 operating companies exist in right now, various products and 
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se s provided by the Bell System are priced based upon the 
2 tariffs provided by the regulating authorities of different 
states. But for the first time the s offered by 
4 American Bell will be on a standard pricing basis offered 
5 at the same price in New York as they will be here in Sacramento 
6 The products and services that this organization 
7 would expect to market would be some that we are marketing 
8 today. What we consider to be the new premise-base switch 
9 equipment, basically our dimension and rising product line 
10 in addition to our current flagship line of data terminals. 
11 Also be marketing enhanced network services. Now that can best 
12 be defined as those services that network services that provide 
13 more than just transmission of voice or data information where 
14 actual processing is tak place on the information in 
15 addition to just the movement of that information from one 
16 location to another. In the product that's currently being 
17 offered that equates to that is the Advanced Information System 
18 Net I. 
19 And now for sake of your request to not get into 
20 too much technical information, I will try to describe that. 
21 In the future this organization will also be bring 
22 new products and services to the market that have been 
23 discussed in some national publications, but are not yet 
24 available. And we will be attempting to meet the needs of 
25 future markets in the area of converging technologies, convergin~ 
26 a voice and data system with other applications of energy, 
27 security systems where has been alluded to (sic) in the 
28 middle of an explosion in the information processing business, 
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and we would expect that in the decade ahead of us that both 
2 American Bell and other organizations are going to bring to 
3 the market a line of product and services of enhanced capability 
4 to meet the office of the future requirements. 
5 American Bell will start with a sales organization 
6 and with no installed base. Until such time that those products 
7 and services that's selling are recommended by the FCC to be 
8 moved to its billing base. As a result, it will not have 
9 immediately a service and support organization, but will 
10 contract with the existing operating companies to provide 
11 the service and maintenance support for the systems that they 
12 will be selling and having installed. But it's expected 
13 during that year as that base of services provided by American 
14 Bell begins to grow, that it's planned to build a separate 
15 installation and maintenance organization to support American 
16 Bell in the future. That will come on line as dictated by 
17 the need sometime in 1983. 
18 The advantages we feel American Bell can offer to 
19 the State of California is that for the first time we are going 
20 to have some pricing flexibility that hasn't existed before 
21 due to the regulated environment. As you know, everything that 
22 Pacific Telephone currently offers has got to be on a lease 
23 basis. There are some products and situations that we know 
24 of that for various financial reasons it would be your preferenc 
25 to purchase a system. Well, American Bell will have a 
26 flexibility to offer a variety of different pricing and 
27 contractual arrangements that currently haven't been available 
28 in the regulated environment. I can't speak to those with any 
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specifics today, because that information as of now is not 
2 available. We expect that it would be in the December final 
) frame. But as I have mentioned earlier, there will be a 
4 national pricing structure and we expect considerably more 
5 options than are currently offered by Bell Systems companies 
6 today. 
7 So in summarization of looking at 1983, how the 
8 Bell System will interface with the State, we see that on the 
9 regulated side network and CENTREX services, we are going to 
10 continue to maintain continuity and provide essentially the 
11 same support that exists today. But on the other hand, we 
12 feel that in the deregulated side we are going to be capable 
13 of offering you new products and services in various circumstanc s 
14 that will be offered in price and options that will be to both 
15 benefit and American Bell's. 
16 That deals with how we expect 1983 to look. 1984 
17 have touched on due to Senator Keene's question earlier, and 
18 t's really something that we have very little information 
19 , other than that the modified final judgment from Judge 
20 reene with respect to the antitrust case with AT & T does 
21 ll for AT & T to divest itself of those 22 operating 
22 ies that exist today, and it has been decided that they 
23 ill do that in such a way that they will form seven new 
24 rporations divested from AT & T. 
25 As I mentioned earlier, the boundaries of California 
26 and Nevada become one of those seven. So that will continue 
27 to be a deregulated organization. However, Judge Greene's 
28 decision does say that. They will have the opportunity if 
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1 they choose to do so, to create their own arms length subsidiary 
2 to market terminal and premise-based equipment as AT & T is 
3 intending to do in 1983. 
4 MR. ROYALTY: Pacific telephone will continue to be 
5 regulated. I think you said deregulated. 
6 MR. CLARK: Will continue to be regulated, but 
7 !Judge Greene's decision does leave the door open for them to 
8 form a deregulated arms length subsidiary to provide terminal 
9 equipment. And we don't know what to expect there. 
10 That basically concludes my prepared testimony. 
11 CHAIRMAN DILLS: Thank you, Mr. Clark. 
12 Any questions? 
13 Senator Keene?· 
14 SENATOR KEENE: If American Bell is deregulated and 
15 presumably functioning in a competative environment, there 
16 need not be any assumption, I take it, that the State will 
17 have to deal with American Bell. The State can deal with one 
18 of it's competitors, as well, but the State will have to 
19 continue to deal with PT & T to provide the network and exchange 
20 the basic stuff. My terminology is not good. 
21 MR. CLARK: The State really doesn't have to deal 
22 with PT & T today before a variety -- I can't speak with 
23 absolute exception, but I would have to say that virtually all 
24 the product services offered by PT & T today can be provided 
25 today by other vendors. 
26 SENATOR KEENE: Other than the network and exchange? 
27 MR. CLARK: Including the network and including the 
28 CENTREX. Similar-type systems that are the -- are in place 
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1 today through Pacific Telephone can be provided by other 
2 organizations. But I don't think this really gets at your 
i questioning quite yet. But they will continue to interface 
1 with the regulated side of the business, Pacific Telephone, 
5 as it pertains to those products and services provided today. 
6 
1
And they are under no obligation to do business with American 
7 Bell. American Bell, January lst, 1983, becomes another 
8 vendor of telecommunication.s and teleprocessing systems and 
9 services that we feel will be very attractive to the State, 
10 but essentially would be another deregulated vendor. 
11 SENATOR KEENE: Let me use my overly simplistic 
12 analogy. PT & T will continue to be a pipeline. And what you 
13 hook onto the pipeline will be handled by competitors, and you 
14 can go to different people, including American Bell? 
15 MR CLARK: I think that's a good analogy. But the 
16 network systems in some instances could be also acquired elsewhe e. 
17 SENATOR KEENE: They would be? 
18 MR. CLARK: Sure. 
19 SENATOR KEENE: Thank you. 
20 CHAIRMAN DILLS: Senator Greene? 
21 SENATOR GREENE: Let me ask after 1983, which will 
22 be entering into '84, on the regulated side with the CENTREX 
23 and voice and data systems, will that arrangement go on 
24 forever, or is that going to be subject to contract? 
25 MR. CLARK: After January lst, 1984? 
26 SENATOR GREENE: Right. Is that going to be subject 
27 to go out as you responded to Senator Keene, that the State 
28 could now go out and acquire the same services elsewhere, except 
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1 that's probably only been the case for about the last 15 years. 
2 It hasn't always been the case. 
3 MR. CLARK: Since various Federal decisions. 
4 SENATOR GREENE: Right. But on the regulated side 
5 is that going to be subject to the contract competition? 
6 MR. CLARK: Contract competition? 
7 SENATOR GREENE: In other words, will you have to 
8 compete with other firms in that regard on a much more intense 
9 competition? 
10 MR. CLARK: On the regulated side? 
11 SENATOR GREENE: Right, after beginning '84. Obviousl 
12 you are going with the advantage you are there, you are 
13 established, you are big and what have you. There are some 
14 changes obviously going to come about to some degree. 
15 MR. CLARK: Well, those network services that exist 
16 today and are provided by Pacific Telephone Company -- and 
17 let's use CENTREX as an example. CENTREX is a network service, 
18 would be supported by that fully divested operating entity in 
19 the same way it is today. Nbw CENTREX service can be replaced 
20 !by products and services from either American Bell or any 
21 !number of other vendors that can provide basically premise-
22 !based switching equipment that will offer essentially all, and 
23 in some cases maybe more and better features than the existing 
24 CENTREX does. But the regulated side of the business recognizes 
25 the importance of that CENTREX service to their bu1ld1ng base. 
26 And I am sure will continue to support that and enhance it and 
27 improve it so that I would expect in the years ahead of us, the 
28 immediate years ahead of us, the next three or four, CENTREX 
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will remain a very viable system for a large organization. 
2 Does that help answer your question? 
SENATOR GREENE: Yes. 
CHAIRMAN DILLS: Any further questions? 
5 Thank you very much. We appreciate the attempts to 
6 clarify this very complicated situation for those of us who 
7 have had other things on our minds for several months. 
8 MR. CLARK: Thank you, Mr. Chairman. 
9 CHAIRMAN DILLS: Julian Camacho, Deputy Director, 
10 Department of General Services. 
ll MR. CAMACHO: Mr. Chairman, I am Julian Camacho, 
12 Deputy Director of the Department of General Services. With 
13 me today is Mason Riegal, to my right. He is the Chief of the 
14 Cpmmunications Division, Department of General Services; and 
15 Mr. Fralick, James Fralick, who is a supervising engineer in the 
16 Communications Division, Department of General Services. 
17 You are correct, Senator, that divestiture of 
IB American Bell, the deregulation of the industry will result 
19 in significant challenges and opportunities regarding the 
20 effectiveness of telecommunications systems and the State of 
21 California, it's been told, practices. The industry in its 
22 delivery and distribution channels will undergo fundamental 
23 changes with respect to control specifications, solicitation of 
24 business and maintenance of so-called imbedded equipment. 
25 I'd like to outline for you our presentation today, 
26 if I may. We will begin with the presentation of the State's 
2? telecommunications expenses and the distribution of those 
28 expenses so that you may see the significance of the equipment 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO, CALIFORNIA 95825 
26 
1 the State has in communications. We will describe the most 
2 probable impact of deregulation on State government, we will 
3 provide a description of our telecommunications equipment plan, 
4 Mr. Chairman, that we have had delivered to your office. And 
5 that plan will result in information and visibility that will 
6 provide for an inventory control system, the requirements 
7 planning process, and significance and control methods, 
8 maintenance methods. And this will be provided to you given 
9 today's legislative restraints. We will provide a description 
10 of the limitation of today's legislation in our procurement 
11 of those highly technical and complex systems, and we will make 
12 recommendations regarding perhaps some legislative rework. 
13 If I may, I'd like to use the visual aids. 
14 SENATOR DILLS: Let's see, do we have a mobile you 
15 may want to use the microphone or perhaps take it with you. 
16 MR. CAMACHO: Again, Mr. Chairman, to sensitize the 
17 Committee on the nature of commitment the State has, we have 
18 here the annual telecommunication expenditures of the State of 
19 California, and they total in excess of $85 million. These 
20 are expenses. These up here -- these appendicies appear in the 
21 budget under the expense budget for various departments when 
22 they make their presentations to budget committees. 
23 Seventy-two percent of the total $85 million is 
24 dedicated agency expenses, and that totals $61 million. Shared 
25 network services, for instance ATSS and ATSDS, 28 percent of the 
26 total amount of money, and that's $24 mill ion. 
27 
28 
Are there any questions on that? 
The State telephone system composition, simple 
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telephone services, and those are ve much like your 
2 telephone at home, represent 31 percent of your installations. 
3 icated agency PBX services, support 19,000 telephones 
are nine rcent of our system it Complex 
5 CENTREX services supporting 120,000 telephones represents 60 
6 percent of the 200,000 telephones service, and I think that 
7 was Senator Greene's concern, is what is the nature of the 
8 support that PT & T will provide to our centrex service. 
9 This gives you a very quick perspective of where the 
10 money goes so_ far as service charges are concerned. Four 
11 percent of the total $85 million telephone charges are 
12 represented by moves and changes, and that's $2.6 mi ion. 
13 Remainder 96 percent is service charges to the -- because of 
14 the imbedded system, and that is $82.4 million. 
15 This bar chart, here, detects the effect of the 
single line program move charges. We have for a number of 
17 years been advocating that agencies use single telephones 
18 single line telephones as opposed to key systems, because 
9 are much easier to maintain, much easier to support. And 
20 the only move and change charges have been ly decreasing 
21 because of the policy of the Department of General Services 
22 Communications Division. 
23 There are 9400 total systems 1n state service, and 
27 
28 
tern bills. For stance, some -- of these 9400 systems, 
lls that are rece 
of the -- ten of the systems represent 
SHORTHAND 
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less than $1,000. 
lls less than 
28 
1 $10,000. And of that, some 60 of the systems represent 
2 bills over $1,000. So you can see the distribution of the 
3 billing process the State goes through. It's very detailed, 





SENATOR BEVERLY: Hay I ask a question? 
What do you mean by "a svstem"? 
CHAIRMAN DILLS: Could you identify yourself? 
MR. RIEGAL: I'm sorry, Mason Riegal, State 
9 . Communications Division. 
10 A system can represent a small key system up to a 
11 large PABX system ranging from 200 lines, 500 lines, up to 
12 1, 000 or more. 
13 SENATOR BEVERLY: You mean a particular agency or 
14 particular cite, is that what we are talking about? 
15 MR. RIEGAL: Yes. 
16 SENATOR BEVERLY: Is my office a system in my 






MR. RIEGAL: Yes. 
MR. CAMACHO: In your district office that's one 
system, and here in the capitol you are part of a second 
I system. 
SENATOR ELLIS: Five telephones in a district office 
23 is part of a system? 
24 MR. CAMACHO: One telephone could be a system. 
25 MR. RIEGAL: It's a separate billing and we consider 
26 that a system. 
27 MR. CAMACHO: The ATSS network provides statewide 
28 coverage over 200 agencies and has resulted in reduced interstat~ 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE. SUITE A 
SACRAMENTO. CALIFORNIA 95825 
TELEPHONE (916) 972-8894 
cost. s is the State system. 
2 Going on to ·the plans that the State has made, and 
basicillly th flow chart represents a pictorial of the 
4 information that's in that blue binder that we delivered, 
5 represents the State's efforts to come on line with an inventory 
6 control system, a requirements planning process, a procurement 
7 system, and a maintenance process that will result in a 
8 coping strategy wtih respect to the impending deregulation and 
9 divestiture of AT & T. 
10 Mr. Chairman, what I'd like to do at this time is 
11 to ask if there are any questions regarding the presentation 
12 to this stage, and then what I would like to proceed to is a 
13 more ID-depth description of the rate, most probably impact on 
l4 the budgetary situation of the State of California. That will 
15 be handled by Mr. James Fralick. And then a more detailed 
16 description of our telephone communications operations plan, 
17 and finally summarize with a proposed legislative rework 
18 recommendation. 
19 CHAIRMAN DILLS: Proceed. 
20 MR. FRALICK: Some of the earlier questions by 
21 Senators Keene and Senator Greene regarding the splitting up 
22 of the Bell System I found most interesting, because it may 
23 well be in each of your district offices you may be faced with 
24 making a decision. Part of your telephone system could well 
25 remain with the Bell regulated entity, part of it could shift 
26 to American Bell. As an example, a district office out of the 
27 Los Angeles area may well have one or two ATSS lines. They 
28 could be CENTREX lines from either the Los Angeles State Buildirg 
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or one of our other CENTREX' in the Los Angeles area. 
30 
And 
the balance of your telephone service could well be normal 
!
business service from Pacific Telephone Company. 
Formal business -- is it on? The light's gone. 
The balance of the service could well be business 
6 service from the local telephone company that would eventually 
7 shift to American Bell. So you could be served by two 
8 I 
stinct companies. The Bell regulated entity and the unregulat d 
9 !American Bell, which would mean two marketing groups, two 
10 maintenance forces. You're going to get about two of everything 
11 Overall state impact, I guess, is about -- anybody 
12 can banty about figures, anticipated rate increases. We do 
13 know there are proposed rate increases before the California 
l4 Public Utilities Commission right now totaling very close to 
l5 $1 billion. There is a~ $860 million package that was 
l6 submitted two or three months ago; last Friday there was 
17 another 160-plus million dollar proposed rate increase 
18 submitted; and there's a $400 million rate increase submitted 
19 by General Telephone Company of California. Many of these 
20 are being viewed by the Commission staff right now. Decisions 
21 aren't anticipated until mid- or late 1983, however they do 
22 impact all telephone users in California, not only the State. 
23 Normal rate increases have averaged eight to ten percent a 
24 year; however, last year, 1981, we experienced something in the 
f---~-----~----~~--~-~~--. 
25 area of 46 percent. Res1::· d::i·e;:::-;:;n"4:t:-:;i;:a:;--:11~s~e:-;r~v;:i;;c~e~s---;:r;::d~o~u,tbhll-::-l-;;;n:-rg•,-.t.-~K:n"'o"'w~.t,....._--J~ 
26 as a user in an independent territory, Citizens Utilities in 
27 Elk Grove, we just got our notice that they requested a 
2S doubling of their residential and business service. 
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We are attempting to work with the Commission staff 
2 people as well as Pacific Telephone Company, General 
~ Administration, and General Telephone Company's headquarter~ 
4 people on negotiating rate stablization. Mr. Riegal will 
5 discuss that a little more in detail, but it's our hope to 
6 be able to offset that some of these increases. And of course, 
7 look for alternative services such as the competitive 
8 marketplace where equipment can be had to replace many of the 
9 existing services. 
10 We propose to develop an orderly plan to review all 
II systems, be they the one-line or two-line systems to multi --
12 many thousands of line systems throughout the State of Californi . 
13 It will take some time, we have some basic data that we will 
14 use, but nothing will replace the actual premise visit to 
!5 see just what is out there. Inventory it, look at the date 
16 of the equipment, and is it providing a service to the user, 
17 does it need to be upgraded. All of this is proposed, and 
18 I think you will find much of this discussed in the binder 
19 that we have provided Chairman Dills. 
20 I wish I could be more specific about rate impact 
21 as far as deregulation. Everybody's read that it will range 
22 anywhere from ten percent to two or 300 percent. I don't 
23 even believe the telephone company at this point can say for 
24 sure just what is expected as far as rate increases. We would 
25 hope to offset some of these, and certainly look for cost 
u avoidances in other areas. 
27 
28 
SENATOR KEENE: Question, Mr. Chairman. 
CHAIRMAN DILLS: Senator Keene? 
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SENATOR KEENE: Could you estimate what percentage 
2 based on the current cost of our system would move from a 
3 regulated status to a deregulated status? 
4 MR. RIEGAL: My best guess, Senator, would be 25 to 
5 35 percent. The majority of State service or telephone systems 
6 today are CENTREX systems such as we have here at the State 
7 Capitol. There are I believe ten CENTREX systems in the State 
8 of California serving State agencies. General Services manages 
9 36 of these CENTREX systems. So my best guess would be 25 to 
10 35 percent would move to the unregulated company. 
11 SENATOR KEENE: And would that percentage -- I take 
12 it that percentage would increase as there were new capabilities 
13 available, and the State elected to have those included in its 
14 system? 
15 MR. FRALICK: Yes, yes, that would increase. 
16 SENATOR KEENE: And is there any way to separate the 
17 cost impact of moving a substantial percentage of 30, perhaps, 
18 and increasing estimating the cost impact of that, moving that 
19 from -- or regulating status to a deregulated status? 
20 MR. FRALICK: At this point in time it's impossible 
21 to estimate, basically because no rates have been presented as 
22 yet by the unregulated portion. As Mr. Clark of Pacific 
23 Telephone Company mentioned earlier in his statement, it could 
24 very well be they would have some preliminary rates available 
25 in December of 1982, but at this time we have no laea. we 
26 suspect, as I am sure everybody does, that they will be highly 
27 competitive, but we have no idea. 
28 SENATOR KEENE: They would be highly competitive, 
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seeking to maximize profits as corporations in the private 
sector do, unlike regulated utilities? 
I MR. FRALICK: That's correct. And they will also 
!be very competitive in trying to replace services such as 
!cENTREX with premise vehicles, with American Bell's products. 
I SENATOR KEENE' So we Could expect a substantial 
'jump in cost, we don't know how much that jump will be? 
MR. FRALICK: It could well be with the competitive 
market the way it is today, with many good companies out there 
providing like equipment in the telephone area, that we could 
see very substantial cost savings. 
SENATOR KEENE: It could go down because of competitio ? 
MR. FRALICK: Yes, sir. 
SENATOR KEENE: That equipment could be available at 
!'5 less cost? 
16 MR. CAMACliO: That's correct, Senator. And that's 
17 going to be the subject of our next presentation by Mr. Riegal. 
18 lJust how we are going to document the existence of this 
19 equipment statewide on an inventory process, and how we are 
20 going to cost it out to determine of in fact we are getting the 
21 best bank for our buck, and what kinds of decisions we have to 
22 make in regard to replacement of that equipment, who owns that 
23 equipment. All this information will be part of our inventory 
24 file. And Mason came prepared to discuss our telecommunications 
25 operations plan. 
26 SENATOR KEENE: I guess part of my question also is 
27 how many companies will there be in competition with American 
28 Bell and what size will they be and what will the marketplace 
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1 look like. Will it be truly competitive? 
2 CHAIRMAN DILLS: Mr. Riegal, do you desire to get 






MR. RIEGAL: Mr. Chairman, members of the committee, 
name is Mason Riegal, and as I identified myself earlier, I 
am Chief Communications Oirector with the Department of General 
Services. 
Communications Division has been working quite 
9 diligently in preparing an operations plan that is that 
10 addresses the coming deregulation. We have split our process 
11 into short-term. What we see must be done immediately to deal 
12 with deregulation as it takes effect January 1st. And part two 
















that are obvious that will have to be examined as part of the 
technology that is develop-ing now and in the future. 
In our short-term operations plan we have identified 
the need to consider some alternative to our transmission 
facilities. Right now.we enjoy some very good cost savings 
by the telephone companies offering a TELPAX service. TELPAX 
service is a pricing concept that allows you to buy telephone 
!service in bulk and thusly achieve some savings. TELPAX is 
lbeing phased out. We expect that by 1984 it will have been 
phased out in terms of the cost effectiveness of it. Some of 
the alternatives that we are looking at is the use of the State-
owned microwave system which is a very expens1ve system. Tn 
fact, we have proposed a pilot project to test feasibility of 
putting on our own State system, ATSS voice circuits between 
here and Chico, and this is scheduled for the fourth quarter of 
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2 There is one other alternative, and this would be 
) available from the serving utility, Pacific Utility Company, and 
4 that would be some wideband channel offering that would be 
5 competitive with the TELPAX rates as we know it now. This is 
6 still in the discussion phase, and would be continued to be 
7 examined. 
8 Most important, I believe, in the plan is how we will 
9 go about telephone equipment aquisition. First of all, there 


















of agencies generated to be sure that their needs are made and 
to be sure that it will be met at the least cost. In working 
with the office procurement aquisition of telephone equipment 
will be by the competitive process. 
The communications division will provide the 
engineer assistance to the agencies as needed and will develop 
technical specifications for solicitation of competitive bids. 
Specifications may include turnkey. This means that 
the successful vendor-contractor will be required to provide 
the in-house cabling, in-house wiring, and where appropriate, 
the maintenance service. 
Mr. Camacho spoke about the necessity for an 
equipment inventory control and management program. And in his 
graphics he got an appreciation for the number of systems that 
are out there, the number of telephones in service, and the 
magnitude of such an inventory system. Built into this inventor 
system will be detailed information concerning a schedule as to 
when the equipment has reached its useful life and should be 
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1 replaced. Along with that kind of a program will need to be 
2 established a quality assurance program. And this will be 
3 established within the Office of Procurement to assure that 
4 products are of a quality and value which will meet performance 
5 criteria. 
6 One other program that we will be required to 
7 establish, and that's ~hat we referred to as "facilities 
8 management. 11 This will be established within the Communications 
9 Division, it will provide for the control and management, 
10 including the maintenance services of in-house cabling, in-house 
11 wiring of State buildings. And this will necessitate close 
12 coordination of the Office of State Architecture, Buildings, 
13 and Grounds, and Space Management. 
l4 A very important factor will be provision to provide 
l5 training not only for the State agency personnel to acquaint 
l6 them with new procedures as they will operate under the 
l7 deregulation environment, but there will necessitate technical 
18 training of Communications Division personnel now that we 
19 must undertake to develop technical specifications and provide 
20 State agencies with engineering assistance. And most important 
21 with the additional work load that this is going to create, 
22 will require Comp Division to provide for additional staff. 
23 Under our long-range plan we will continue to 
24 investigate the feasibility of the State to provide partially or 
25 perhaps totally their telecommunications services. This would 
26 include State owning switching and transmission facilities which 
27 now are provided by the telephone utilities. Again, we are goin~ 
28 to continue to examine the potential use of the State microwave 
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system, and we have concluded in our 83-84 budget a proposal to 
2 place 360 voice circuits which are presently released from 
) Pacific Telephone Company between here and Los Angeles, to be 
4 implenented in 1984. 
5 We have examined in the past video transmission for 
6 video teleconferencing in lieu of travel. We have determined 
7 that presently it's not cost effective, but with the advances in 
8 technology, additional video technology, it could be cost 
9 !effective in the future. So we will continue to monitor that. 
10 We have examined the potential of satellite 
11 transmission. Again, this service is not cost effective for the 
12 State of California. But again, we will continue to monitor, 
13 and as the industry grows and satellite communications, it's 
14 conceivable that there would be some cost benefits. 
15 Communications Division currently has a consultant 
16 retained studying the feasibility of a data telecommunications 
17 facility. This would be a State-operated data network service 
18 which would provide a shared network to State agencies, eliminat'ng 
9 some costly dedicated networks. And we believe that there will 
20 be some significant savings to this state, should it be 
2l feasible to proceed. 
22 Cable television and fiber optics certainly has a 
23 potential. Rather new technology, fiber optics, and we will 
24 examine the potential of these in their applications to serve 
25 State telecommunications requirements. 
26 CHAIRMAN DILLS: Senator Ellis? 
27 SENATOR ELLIS: Well, I thought the deal with the 
28 State was somewhat confined to just facilities contained within 
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1 certain buildings or certain offices such as switchboards and 
2 the circuitry required to provide service to some entity. But 
3 now I hear you talking about networks, State-owned networks, 
4 training program for people to teach. them how to cope with a 
5 deregulated environment. My golly, I thought Mr. Camacho's 























lbring about a great deal of savings to us. 
I stamping in own networks being operated. 
Now I hear us 
Where are you going? 
MR. RIEGAL: Well Senator, perhaps I mislead you, but 
any consideration of networks would certainly be -- because of 
their cost effectiveness, we don't intend to implement system 
networks or other kinds of telecommunications systems unless 
there was not some scale of economy to be achieved. 
SENATOR ELLIS: Well, but if you have a State 
telecommunications network statewide, I am assuming you are only 
hooking up State offices to it; is that correct? So you can 
talk to each other and we can talk to each other. But how 
does the outside world tap into that? 
MR. RIEGAL: It would be no different than the 
system we would have today, if you are referring to our proposal 
to place on our State microwave system circuits between here and 
Los Angeles. It would provide the same service capability that 
we enjoy today. 
SENATOR ELLIS: Well, is the ATSS system a State 
system? 
MR. RIEGAL: Yes, sir, leased from Pacific Telephone 
Company. 
SENATOR ELLIS: Okay, a lease system. When you talk 
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about network are you talking about leasing a network from 
2 somebody else? 
.3 MR. FRALICK: Not necessarily, Senator. As I mentione< . 
4 we have a very expensive microwave system. Its use is -- and 
) its capacity is being used at probably about 40 percent. There' 
6 room to provide addition service on that network, or on that 
7 system. 
8 SENATOR ELLIS: How does one get on the system? 
9 MR. FRALICK: No different than your dialing procedure 
IO today. It would be transparent to the utilizer. 
11 SENATOR ELLIS: Well, I'm thinking-- say the State 
12 building in San Diego, they obviously have their own network --
13 ·I mean, their own system. 
14 MR. FRALICK: Uh-huh. 
l5 SENATOR ELLIS: Now what are you talking about here 
16 with -- say they wanted to use it. What do they do to use it? 
17 You say it's only 40 percent utilized. 
18 MR. FRALICK: Yes, and it will -- our transmission 
19 system will interface -- as we envision it today, would 
20 interface the switching facilities currently provided by the 
21 telephone-serving utilities. So really, access to the system 
22 will not be any different than you experience today. 
23 SENATOR ELLIS: Okay. You're talking about a microwavE 
24 system, is that what you are talking about? 
25 MR. FRALICK: Yes, an existing microwave system. 
26 SENATOR ELLIS: That's 40 percent utilized. What I 
27 am trying to get at, 100 percent utilization would be more cost 
28 effective, would it not? 
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1 MR. FRALICK: Yes, sir. 
2 SENATOR ELLIS: What I am trying to get to is how 
3 does one get into the system in order to make it 100 percent 
4 utilized, or how do you go about getting it 100 percent 
5 utilized? 
6 MR. FRALICK: By integrating it with the existing 





















SENATOR ELLIS: Well, doing away with part of the 
1system? 
MR. FRALICK: Yes. 
SENATOR ELLIS: Substituting, is that what you're 
saying? 
MR. FRALICK: Substituting those circuits that we are 
currently leasing from Pacific Telephone Company. 
We, in anticipation of rate increases for -- and I 
mentioned TELPAX being phased out, and potential for rate 
increases for private line service, which is a fallback 
alternative, our calculations or computations identify that 
if that private line rate increase occurs, our investment 
would be returned for microwave in less than three years. 
CHAIRMAN DILLS: Senator Carpenter? 
SENATOR CARPENTER: I confess I am a little surprised 
to hear you talk about fiber optics as a new system, because 
I think it was 17 years ago that I first had a chance to use 
that kind of a system. But I guess new technology means 
different things, has different time frames in different places. 
The use of a fiber optics system would also qualify 
28 as a hardened system. And as such is there a chance that there 
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2 system? Have you explored that? 
MR. FRALICK: We have not red it, Senator. We 
·1 do know that the State of Kansas is actively pursuing a fiber 
5 optics State-owned network to serve State government. And their 
6 proposal is to bury the optic fibers the right-of-ways of 
7 the Federal highway system. And it's a very ambitious program, 
8 and they appear to be very serious in pursuing it. 
9 SENATOR CARPENTER: The military is very concerned 
lO with the possibility of having a telecommunications system 
ll that would be survivable in the case of nuclear disaster. And 
12 my suspicion is that we might be able to get an extensive 
13 Federal financial support fur such a system, and I would suggest 
14 that you consider that among the options and explore it. 
15 MR. FRALICK: We will look into that, Senator. 
16 MR. CAMACHO: Mr. Chairman, we will result, then, with 
17 this inventory (sic), is we will have documented for the first 
18 time all of the so-called imbedded equipment that is used in 
19 State services today, and whether that migrates to the American 
20 Bell fully separate affiliates, or whether it with 
21 GT & T. It will be -- our position General Services will 
22 be that nothing is sacred, it will be open to bid, the costs of 
each one of those items, whether it be CENTREX or a telephone 
24 installation will be documented, it will be public information. 
25 And as you know today, the State of California has basically 
26 two methods of procuring equipment. One of them is governed 
27 by Government Code 14790. That requires that we award a 
28 procurement bid to the lowest bidder, given no other considerati n 
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1 that is responsible there. Or 14816 provides us with the 
2 abilities in data processing equipment to consider other 
3 factors besides the acquisition cost. 
4 We believe in General Services that when we flush 
5 out this information regarding the imbedded equipment, that 
6 we will need a combination of those two legislative processes. 
7 And we are in the process today of preparing that legislation. 
8 We would like to bring it to you at a future date. 
9 CHAIRMAN DILLS: Senator Greene? 
10 SENATOR GREENE: I have a question for Mr. Riegal. 
11 CHAIRMAN DILLS: Yes, Senator? 
12 SENATOR GREENE: Sir, you were outlining your approach 
13 for dealing with the ensuing years. And to what degree does 
14 greater utilization by various agencies of data systems, to 
15 what degree is that built into your future planning? For 
16 example, you know, I think of the Franchise Tax Board, I think 
17 of the Department of Transportation, I think of the Department 
18 of Justice, EDD, Department of Health Services. You know, 
19 these are ones that I am familiar with their current level. 
20 I do know that it is expanding, and it makes sense for it to 
21 expand. 
22 To what degree is that built into your future plannin.g 
23 which of course means that these agencies are really no 
7A different from anyone else out there in the world. Businesses 
25 are going to be expanded in that regard. 
26 You say microwave. To what degree can you use 
27 microwave with data systems? 
28 MR. RIEGAL: Only our microwave system is analoged. 
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2 digital. 
I mentioned we had a consultant Part of 
the consultant's responsibil to an assessment of 
S what the data requirements of all those agenc s that you 
6 mentioned plus many more, what their rements are and 
7 what they will be in the future. 
8 SENATOR GREENE: Well, how are they going to be able 
9 to determine that to any real exacting level? 
10 The reason I asked the question is we know that this 
ll lS going to happen. Where you are going to be at what point 
12 we don't know. But the thing that ponders the question 1s that 
13 it appears you are telling us you are going to put great 
14 reliance on a very limited or 1 ing system when we know the 
15 new world is going to be an expanding one where all this is 
16 more integrated into one system. And then you are also telling 
17 us that this is going to be least expensive for us. Maybe it 
!8 might be in maybe the first couple of years, but it has the 
19 need to catch up with the real world. We are go to have a 
20 future cause at that point in time, and we are going to have 
21 certainly a figure which is going to be greater than we could 
22 to purchase it today. 
23 MR. RIEGAL: That's true, Senator, and of course 
24 a voice, combining voice and data on the digital network is 
25 in the future, no question about it. Shared. 
26 SENATOR GREENE: How dependable is microwave? 
27 MR. RIEGAL: Our experience, Senator, is that it's 
28 jusl as good as the service we are getting now. We have 
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1 capability of diversifying our roots. We have three groups from 
2 Sacramento to Los Angeles, And if we do proceed with this 
3 project that I identified, we won't put everything on the single 
4 rout. It will be diversified. So that we do have that kind of 
5 redundant capability. 
6 SENATOR GREENE: Thank you. 
7 CHAIRMAN DILLS: Any other questions? 
8 Any additional information you desire to present at 
9 this time? 
10 MR. CAMACHO: Only that I think that it should be a 
11 very -- it should be highlighted that the telecommunications 
12 investment of the State is in the expense section of the budget 
13 and doesn't normally come under review by the Legislature. And 
14 for the first time, now, with this inventory of imbedded 
15 equipment you will have the visibility to see where the State's 
16 putting its money so far as telephone expenses are concerned. 
17 And for the first time departments will be in a position to 
18 where they can weigh the advantage of a competitive market on 
19 those charges. 
20 CHAIRMAN DILLS: Thank you. We do have, as I 
21 mentioned earlier, a very, very full calendar. And I'd like at 






Corporation who has a transportation problem and is requesting 
an opportunity to be heard before the lunch break. 
MR. BUTTNER: Thank you very much, Senator Dills. It'~ 
a pleasure to be up here this morning. 
My name is Ted Buttner, I am the Chairman and the 
28 Chief Executive of Compath. We are located in Oakland, Californ a; 
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we have about 450 loyees throughout the State. We have 
2 over the 12 years since I founded the company in 1970 installed 
about 3,000 te systems from small key stems, which 
are the ones where each outside 1 terminates on a button 
5 that lights up a key telephone system. It's the small ones on 
6 up into PBX' s. And they come in small, medium, and large 
7 sizes. That's when you have a consul out front with an operator 
8 have a switching machin~ that handles the distribution of these 
9 trunk lines coming in from the outside network distributing the 
10 calls to the individual telephone station, PBX. So over our 
11 12 years we have put roughly 3, 000 of these machines in. 
12 I might just say about the industry that we are a 
13 part of, it consists of manufacturers, some very outstanding 
l4 ones. Rolm Corporation, I think, will be speaking today. 
15 It's a U.S. firm. Another one in the United States is Rockwell, 
l6 that we happen to represent, from Canada. There is the MYTELL 
17 Corporation and Northern Telcomp, which like the -- in fact 
18 it is part of the Bell of Canada like Western Electric. So 
19 this independent segment, it's referred to as the interconnect 
20 industry because our tc nal mac s interconnect into 
21 these national networks, has grown to today, we handle in the 
22 private sector about 50 percent of all the new telephone 
terminal installations. 
24 In terms of the installed base of telephone terminal 
25 machines, key systems and PBX's, roughly speaking today the 
Bell System retains about 60 percent of the installed base. 
27 This new interconnect industry that I represent today, about 
28 20 percent. And the independent telephone companies, the ones 
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that handle outside of Bell territory like Continental United, 
2 CP National, who is represented here today, about 20 percent. 
3 That's where the installed base is. It's projected over the 
4 next five years that due to the competitive factors, Bell's 
5 share of the installed base of PBX's and key systems will 
6 continue to erode down to about 50 percent. And the interconnec 
7 industry I represent will have about 50 percent. And the 
8 independent regulated telephone companies, about 20 percent. 
9 There's the way that the analysts project this to work out. 
10 I think the State of California has a marvelous 
11 opportunity as a result of the onset of deregulation within 
12 the next 60 days, and divestment within about 14 months to 
take advantage of the technological and the cost saving 13 
14 alternatives that are available in the private market. 
15 Now the large users that come next to the State in 
16 terms of their payments to the Bell System, the State because 
17 it's 85 million of that, probably 90 percent is paid to 
18 Pacific Telephone or to ATT. Roughly somewhere between 70 and 
19 80 million. Behind the State is the Bank of America with a 
20 bill of around 30 to 40 million. Other insurance companies and 
21 private institutions who are very busy right now gearing up 
22 their staff to handle these competitive alternatives. Because 
23 on balance while it may increase the administrative cost to 
1A !properly handle the contractina nrocedures offsertina aaainst 
25 that the savings net net the savings far outweigh the additional 
26 administrative costs that the banks and insurance companies 
27 that we have dealt with have to look at 20 and 30 percent 
2S reductions in their toll and terminal rental costs. So that 
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there is very definitely an advantage, here, start right 
Commun ations Division procurement and in your 1 
4 operations, the CHP, the Water Resources, Caltrans, for those 
5 parties to get together starting right at the very top of those 
6 groups. That the top management has to get attentative to what 
7 is involved, the magna tude of the un , set up some sort of 
s a steering committee with a task force below that, people that 
9 know the operations of the agencies and the staff go get the 
10 maximum advantage out of the opportunity that's presented today. 
That is my mission, is to come up here. I have been 
12 a founding president of the California interconnect association 
13 which is a group of the independent distributor, contractor, and 
14 installer that are in this market California. There are 
!5 probably in the State of California over 200 independent 
16 entrepreneural-based people that are eager and available to 
17 providing service that have proven equipment that meets the FCC 
18 regulation requirements as far as the proper interfacing with 
19 the network today. And I think just using the normal 
20 procedures that the State of California has had for construction 
21 for other kinds of services, that you can f the proper 
22 specifications, the proper follow-up procedures to see that 
these contractors you se ct do the job, meet their warranty 
obligations, that there is a from the user agency 
25 that they are getting the satisfaction that was represented 
26 at the outset. And that you can save money and get the 
;7 advantage of what's happened right out of our own California 
~I 
28 Silicon Valley. That , we have developed right here in this 
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1 state through INTELL Corporation and others these basic 
2 microprocessors that allow you to get more features less 
3 expensively in less space with less power consumption. There 
4 is no reason why the State of California that gets a lot of 
5 tax money from Silicon Valley should not take more advantage 
6 of this microprocessor what's referred to as digital 
7 technology. You can get, for example, the optimization of your 
8 phone calls through computer based machines. 
9 Rolm Corporation right here in California is one of 
10 the first entails for microprocessors for the telephone machine 
11 to allow you to get the least costly routing of calls from 
12 where you dial your call to where the destination is. Automatic, lly 
13 right through the computer. Or if you go from your office down 
l4 the hall you can program your phone so that your call will be 
l5 forwarded to where you are. Save a lot of time. 
16 Easier ways of confrencing calls or speed dial. That 
17 is, where you have calls you make a great deal of the time :just 
18 to program your phone so that three digits will automatically 
19 dial you out to those regular places that you want to get to 
20 in a hurry. That cuts down the amount of your time and the 
21 system's time to handle the calls. 
22 So the Bell System has done a great job. It's a 
23 great institution and the United States is fortunate to have 
?a a privately owned utility company that's developed the network 
25 and the terminal equipment. But now that there's basically 
26 universal service in this country, the time has arrived -- it's 
27 been explained in some detail before me -- that the non-national 
2B monopoly function that can be very adequately served by the 
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2 California can provide the terminal mach s, whereas the 
na ural y would be more to network functions of 
1 the Bell System. So what we are talking about today in terms 
5 of your getting a bill from a leasing company or paying on 
6 a purchase basis for your phones versus paying a rental rate 
7 for use of the total system is no different than what an 
8 awful lot of companies in California are doing today. That's 
9 not a big change, really, because over the last 12 years since 
10 the Carter Phone Decision, this is what's been going on. And 
ll it's allowed an opportunity for business innovation to occur 
12 rom the standpoint of who's doing the work. Our own firm 
13 hires the same people as the phone company, the Communication 
14 Workers of America. So there is an opportunity to keep the 
15 business in California, not pay part of it to ATT in 
16 Holmdale {sic) New Jersey. 
17 I think further that the rates need not go up 
18 precipitously. That is not the function of the divestment 
19 tion. What it represents in the major part is the fact 
20 that because there has been a monopoly up to now, the phone 
21 compan s have not been charging the full cost of telephone 
life for this equipment that we have had on our desks all these 
24 years. Where based on what I have said about microprocessor 
25 technology, they should have been using a seven-year life. So 
26 you see a lot of these rate increases coming up that have to 
27 do with getting back to a more realistic depreciation rate 
28 for t.lll' cquipmen t. 
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But beyond those adjustments, I think that this 
2 divestment order will mean that overhead payments, they are 
3 allowed contract license fees that have been assessed across 
4 the whole rate base of California, the little ladies in 
5 tennis shoes, the small business people, the big business people 
6 have been paying a fee through Pacific Tel to ATT for a lot 
7 of research and development that have resulted, hopefully, that 
8 the Bell System would come up with the new machines in the 
9 business segment that would compete with our independent 
10 segment. Well, that falls out with divestments. There still 
11 will have to be some R & D work done on Pacific Tel, but not 
12 on the scale and dollars of the contract license fee. 
13 Also, the capital investment in terminal equipment, 
I4 the interservice Charges applicable to Pacific's going out 
15 and buying equipment that could be just as well provided through 
16 competition will drop out. The phone company will have lower 
17 overhead, fewer sales people. The structure of the company 
18 can be reduced, and I think there ought to be a pressure by 
19 the PUC to not allow rate increases to maintain a hierarchy that 
20 is not applicable to the new age of competition. 
21 That basically is my message, and I'd be happy to 
22 answer questions or make a few more comments. 
23 
?4 
CHAIRMAN DILLS: Senator Greene? 
SENATOR GREENE: I have just one question, sir. 
25 Do you have any knowledge as to whether or not the 
26 State agencies and their directors and their people are going 
27 through the type of preparation that you have outlined? For 
28 example, have any of them been in touch with your firm or what 
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MR. BUTTNER: Senator, the answer is yes. There have 
been conversations go on r about year and a quarter 
5 relative to this master lease agreement which was an endeavor 
6 to set up sort of what I would call gene categories of types 
7 of phone systems by the key telephone system, small, medium, 
8 and large PBX's. So there has been a lot of conversation, and 
9 I think greater clarification and understanding coming about. 
10 I think more could be done to use the advise and consultation 
ll from the p vate sector. 
12 There is a lot of us who are willing to come up here 
13 and talk about around the table as to how the opportunities 
11 can be best pursued. But the answer is yes, and our hope is 
15 as the result of some of these efforts that have been going 
16 forward over the last year that on a broad scale the State can 
17 start taking advantage of the competitive opportunities of the 
18 alternatives. 
19 You have 9400 systems. view would be that one 
20 great goal of your committee would be to set an objective that -
21 looking at it, let's say, on a five scale one-fifth each 
22 year of these systems gets changed out and under a 
competitive discipline as to who can provide the best service, 
24 the best hardware, software, and the best process for let's say 
25 roughly 1800 a year. Over five years that would be the entire 
27 
28 
spectrum of your universe to competi and technological 
I scrutiny. 
I I think that would be a contribution that would help 
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1 both your line agencies and your staff communications procuremen s 
2 group meet their purposes. 
3 SENATOR CARPENTER: Mr. Chairman? 
4 CHAIRMAN DILLS: Senator Carpenter? 
5 SENATOR CARPENTER: I'm not sure that your corner 
6 of the world of technology is the appropriate one to deal with 
7 this issue, but last August was an article in Science about how 
8 the Soviets are tapping the microwave transmissions for 
9 telephones on the east cost, and with computer technology and 
10 literally isolate numbers. 
11 Now what are you going to do to give us secure 
12 phone lines? 
13 MR. BUTTLER: Well, this is a problem of ATT. As 
14 you probably read, right here in San Francisco they suspect 
15 that on top of the Russian Consulate on Green Street they 
16 can see Pacific's facility in Oakland. And there needs to be 
17 cryptographic procedures for defeating their ability to 
18 intercept. In other words, you can't run in the clear where 
19 you know that that type of activity is going on. 
20 SENATOR CARPENTER: The technology that the Soviets 
21 have been using is a fairly simple state-of-the-art technology 
22 that could be adapted by anybody. You know, by people who are 
23 trying to bid for California contracts; for example, by the 
?A RPnnhlir~ns or bv the Democrats. And I think that we do need 
~ 
25 to be able to maintain privacy in the course of telephone 
26 communications. 
27 MR. BUTTNER: Yes, yes. 
28 SENATOR CARPENTER: And it's clear that the technology 
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protect of that privacy. 
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4 two business areas that the ATT and PTT companies are 
5 challenged, here, over the next two or three years while this 
6 process of deregulation and divestment goes forward. The first 
7 is that within the State of California there has to be a 
8 division or a setting up of boundary lines between what Pacific 
9 Telephone will handle 1n the way of local exchange and what 
10 will be done by ATT along lines and their competitors, the likes 
11 of MCI, Southern Pacific, between these local exchanges. 
l2 So what is going on is a rather massive effort today 
13 the Pacific Telephone people to analyze what are proper 
14 boundaries cons ring the competitive factors, considering 
15 how you can best separate out the long lines from the local 
16 exchange facilities. 
17 Roughly speaking, at every major exchange a third 
18 of that facility is going to be pulled apart both financially 
9 and technically to be the ATT parent company asset and operating 
20 responsibili The other two is going to remain with 
21 Pacific Telephone. 
22 My view is that's where the main focus --one of the 
23 main focuses has to be for Pacific. Right now is to make 
24 these organizational and functional changes to effectuate this 
25 stment. It's a massive undertaking to make sure we don't 
26 have disruption of service that we can modernize these facilitie . 
27 
28 
It's what's called local access in transport areas. They are 
like a large statistical metropolitan area, the one in San 
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1 Francisco, one in Chico, Sacramento, Stockton, and Fresno. Six 
2 of them here in the north; three in the L.A.-orange County-San 
3 Diego portion of Southern California. 
4 My point is that instead of looking for the phone 
5 company as a real viable competitor on the terminal equipment, 
6 the evidence so far is that they are not. They are loosing 
7 market shares because they haven't paid attention to applying 
8 what they developed in their labs to the local consumer use. 
9 That is, the chip that was developed in Bell never got down to 
10 the users because this has been a monopoly. They haven't had an 
11 incentive. So they've got a long way to go with American Bell, 
12 Inc., to get what we call digital PBX machines that will compete 
13 with what the Rolms, Northern Telcoms, Rockwells, and MYTELL's 
14 of the world have out on the market and are being considered 
15 by other public and private people today. Just our own 
16 experiences that in addition to handling retail chains, 
17 hospitals, hotels and so forth, we have been doing work for the 
18 U.S. General Services, GSA, General Services Administration for 
19 a number of cities and counties around the State, and for the 
20 U.S. Coast Guard. So it's not just been the private sector 
2! that's been involved, it's been as I say; other public agencies 
22 that have been taking advantage of this. 
23 I had one other thing I was going to say. That is tha 
24 the facts are today that Pacific Telephone is stretched and 
25 strained just to meet their basic public service. That is, 
26 providing the trunk line facilities to people that need them. 
27 And their own statistics there, earlier standards of 
28 performance for held organizations and cut dates has deteriorate~. 
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2 of the local exchange, what we call the local loop, typically 
the copper pair that drops off the l or phone pole 
or comes underground to your home, that local area is under 
5 great stress today. So that's where Pacific has to put their 
6 investment, and it's where they will meet their profit and 
7 meet their public obligation. It's not in this area that I say 
8 is not a natural monopoly function. It's a terminal maintenance 
9 it's just like what happened oh, what, 35 years ago with the 
lO electrical utilities. They got out of selling people's stoves, 
ll re rators and light bulbs because they realized there were 
12 more efficient ways for that equipment to be distributed. And 
they didn't need to provide that --what they had to do was 13 
14 wield the power and distribute it through their facilit s and 
15 put their investment into that. 
16 The same thing is happening appropriately for the 












this divestment to happen, because they want to get in and 
compete with IBM. They want to be in the data processing 
world. So they are trading off what you might say are some 
lost opportunities this phone terminal business. There are 
even vaster opportunities in the general information field. But 
they are running into some big problems today because they have 
underpriced a lot of this terminal equipment. They haven't 
gotten the depreciation reserves up. This presents a big 
roblem in transferring this imbedded base of equipment over 
to ATT, because a lot of it has got a book value that's unrealis ic 
to its real value. And if it doesn't go out of this unrealistic 
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1 book value, I wouldn't think ATT parent would want to buy AT. 
2 It goes out at a lower price and it leaves the local operating 
3 company with an unamortized base that is going to have to be 
4 swallowed by the local ratepayer. So that's why we are seeing 
5 a portion of these rate increases coming up, is to adjust for 
6 these past practices of non-compensatory pricing in the 
7 terminal area. 
8 They have tried to offset it by higher than normal 
9 prices in long distant tolls between L.A. and San Francisco. 
10 You pay twice what you pay if you dial L.A. to Las Vegas or 
11 San Francisco to Portland. The interstate rates are roughly 
12 half of what the intrastate, because of this sort of arbitrary 
13 allecation that's going on under the monopoly. So I think it's 
14 really healthy and welcome for both the users and for the 
15 utility company to recognize some of these situations and 
16 make the appropriate changes in practice. And I welcome what 
17 the State is endeavoring to do here as far as taking advantage 
18 of it for your own operations and efficiency and your own --
19 for the bill that's involved. 
20 CHAIRMAN DILLS: Senator Seymour? 
21 SENATOR SEYMOUR: Thank you, Mr. Chairman. 
22 Mr. Buttner, you indicated that we have a great 
23 opportunity, and you indicated for technological advancement 
24 as well as cost savings, and you went on to say,I thought I 
25 understood that Bank of America, in making their transition, 
26 looking at Maybe 20 to 30 percent cost reduction. 
27 Have you reviewed this document? 
28 MR. BUTTNER: No, sir, I have not seen that document. 
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from 
2 Mr. Camacho and Mr. Riegal and Mr. Fralick was that well, we 
) made -- the bottom line perception I had was well, we are going 
~ to get some improvement in equipment, meaning the technological 
) side. But we are also going to get some improvement in size, 
6 price, meaning it's going up. Now how do you square that with 
7 your statement relative to the second largest telephone bill 
8 in the state, that of B of A going 20 to 30 percent savings? 
9 MR. BUTTNER: What I meant to say was the Bank of 
10 America and/or the major users is they are positioning themselve 
11 to effectuate the savings. They have built their staffs up 
12 with more people to understand and cope with the change. They 
13 haven't realized much of that savings themselves, yet, but 
14 over the experience of 12 years the business I can say that 
15 typically the hosp s and hotels that do take action do 
16 realize savings in that magnitude, or more. 
17 SENATOR SEYMOUR: Would you hazzard a guess, Mr. Buttn r, 
18 or your own professional appraisal of if we are the committee 
19 that's sort of oversight on this transition, what would be a 
20 re-cost-wise? Would you care to hazzard a guess what would be 
21 a reasonable goal for us to achieve relative to reduction in 
Would you hazzard a guess on that? 22 
1 
cost? 
MR. BUTTNER: Well, we'd have to take a look at how 23 
24 that 85 million breaks down, as to how much it would be, for 
2) example, the telephone terminal equipment. But let's say if 
26 it was 30 million of it, which is the part I am particularly 
27 familiar with, I would think that the gross savings could be 
28 in the area of at least -- well, between five and $10 million. 
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And there would be some cost of additional administration for 
2 the contracting procedures for dealing with multiple vendor 
3 sources to make sure you are getting the proper control and 
4 performance. But I would say it ought to be in the area of say, 
5 a $30 million number of the 20 to 30 percent; i.e., between 
6 five and $10 million. 
7 SENATOR SEYMOUR: Okay, between five and $10 million. 
8 So that's somewhere between seven or eight to 11 percent savings 
9 overall? 
10 MR. BUTTNER: At that point of looking at terminal 
11 equipment. And I am referring primarily to your key systems 
12 and PBX' s. 
13 Now the CENTREX system, which is as stated, 
14 comprising 110 machines, is probably a huge opportunity for 
15 savings. The competition of the people -- some of those firms 
16 I mentioned are eager to compete for those larger network 
17 applications. They are more complicated, but they are a part 
18 of what's being done today as a part of normal business. 
19 Just to give you an idea, the older equipment used 
20 by the Wells Fargo Bank, when they have wanted to call from 
21 Watsonville to Salinas, the way their machinery works today, 
22 with their CENTREX-type equipment is that the call goes all 
23 the way up to San Francisco, gets switched. back to the other 
?4 town that's only a matter of miles away. This is the type of 
25 revamp of the network facility that the competitors are eager 
26 to address themselves to. 
27 SENATOR SEYMOUR: Mr. Buttner, you indicated, are you 
28 the current president of Interconnect? 
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MR. BUTTNER: No, s , I was the founding president. 
I was president for five years. I am a director the 
) North American Telephone Association, which is our national 
4 association, and I was a founding director of that group. I 
5 am a former director of the American Electronics Association. 
6 SENATOR SEYMOUR: I personally would appreciate as 
7 one individual of this committee, some appraisal of this 
8 document by your professional association. And if you can't 
9 respond in that appraisal as to what would be a reasonable 
10 goal for us to try to achieve as we go through this transition 
11 relative to cost savings, what might be reasonable? Because 
12 we -- at least in my opinion we on this committee are going 
13 to have to deal in generalities and leave it to our staff to 
14 work out the technicalities. But I'd like to be thinking up 
15 goals. 
16 other point I would make is --perhaps you can't 
17 answer this question, now -- but how do we ensure as we 
18 go through this change that -- and it relates to cost savings 
9 again -- that we don't end up due to technicological change 
20 with a -- if I could use the simile, a Cadillac of technological 
21 change costing us the same or more than we have paid ln the 
22 past, as compared to what I would perceive our needs to be in 
23 the general way of Ford of Chevy. Because I know that happens 
24 as you go through these technological changes. 
25 How do you protect against that? 
26 MR. BUTTNER: Well, that is part of the competitive 
27 world. Those manufacturers that have not addressed what you 
28 I just said, that is providing basic modules, basic hardware 
I 
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1 that can be simple, basic, what we say POTS, plain old telephone 
2 service at one level of rising and features, and have the 
3 basic hardward and architecture of that machinery adapt with 
4 what we call software enhancements to give you more sophisticate< 
5 "Cadillac" -type features. 
6 The competitive world is addressing that. And the 
7 people that are getting the business awards today are those that 
8 have the capability of modular add-on capabilities, both in term 
9 of size of facilities as they increase and in terms of features. 
10 SENATOR SEYMOUR: Well, you have indicated, Mr. Buttne , 
11 that it's a competitive system, and I can understand that. But 
12 you haven't given any recommendation as to how we as a 
13 committee can ensure that we achieve that objective. 
14 MR. BUTTNER: Well, I think the way the specifications 
15 are drawn, you can do that. 
16 SENATOR SEYMOUR: All right, fine. 
17 My final question has to do with maintenance of 
18 equipment. I have heard both sides of the question. One 
19 side says in-house maintenance of the equipment is best, and 
20 the others would argue, as I call it, "outhouse," or outside 
21 the sphere of the company is more cost effective. 
22 Do you have an opinion on that? 
23 MR. BUTTNER: Well, I think it's a function of these 
kinds of considerations. With smaller agencies they may be 
25 better off to use an outside contractor, whereas a large 
26 agency like Caltrans or CHP with a number of sites may be 
27 more efficient to have people trained within the factories of 
28 the vendors t~at provide the equipment. 
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·~ care of it --
4 SENATOR SEYMOUR: Yes, I understand. 
5 Do you know specifically if B of A ha~ their own in 
6 maintenance group? 
7 MR. BUTTNER: No, I don't know. 
8 SENATOR SEYMOUR: Thank you, Mr. Buttner. No further 
9 questions. 
10 CHAIRMAN DILLS: All right. Are either Mr. Camacho, 
11 Mr. Riegal, and Mr. Fralick in the room? 
12 All right. I didn't want to ask you anything, I just 
13 wanted to comment upon the fact that I didn't see you here. I 
thought there was something going on here that was quite 
l5 interesting that some of you should have been listening to. You 
16 can read the trans , I guess. 
17 Mr. Miller, will you see to it that if Mr. Buttner 
18 is interested in pursuing to some extent the request made by 
19 Senator Seymour, we can make available to you s document? 
20 SENATOR GREENE: Mr. Chairman, on that point? 
21 CHAIRJI1AN DILLS: Is s outhouse, or in-house 
22 information? 
24 SENATOR GREENE: I think Senator Seymour is at least 
one member of the Committee, I think s request is a very 
positive one, and it might be good if we broaden it to ask 
27 several or all of the private firms that come before us, if 
28 would maybe give an appraisal. That way we'd get a mix, we 
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find out whether they agree, whether they don't. And I think 
being lay persons in general in looking at this subject, maybe 
more succinctly define it down to levels in terms we could 
understand. 
CHAIRMAN DILLS: Certainly a suggestion that we must 
pay attention to. 
Thank you, Mr. Buttner. 
MR. BUTTNER: Thank you, Senator. 
CHAIRMAN DILLS: We very much appreciate your 
contribution today. 
It's possible that we will not have an opportunity 
to hear both of the witnesses who were placed on the agenda 
13 before the lunch break. I do not know if the General Telephone 
14 Company representative believes that he can complete his -- or 
15 do you desire to proceed at this time? 
16 MR. GARCIA: By 12:00 o'clock, sir, we'd like tc try. 
17 CHAIRMAN DILLS: All right. 
18 SENATOR CARPENTER: Mr. Chairman, while he's coming 
19 up, I should just note for your interest that while campaigning 
20 in one of the more distant parts of the State this fall I found 
21 some very advanced technology where you ring the bell and then 
22 you pick up the receiver and say, "Hello, Central." 
23 
?.&. 
CHAIRMAN DILLS: "Are you there?" 
MR r.:l\. Rr n~ · Mr r ha i rman and members I am Tom Garcia 
25 with General Telephone. I'd like to thank you for the opportuni y 
26 to appear before this Committee. 
27 With me is Mr. Gene Borghi, our Vice-President of 
28 Marketing in Santa Monica who will address the issue of 
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MR. BORGHI: Thank you very much. 
Mr. Chairman and members of the Committee, I'm Gene 
I'm Vice-President of Marketing of General Telephone 
of California, and I would like to address some remarks 
are more informal than the written remarks that we have 
to you. And I'd like to leverage from the statements 
were made by Pacific Telephone Company representative and 
remarks that were made by some of the other people 
ing, as well. 
General Telephone Company has a rather unique 
I think in California, and I think it would be in the 
st interest of the Committee to attempt to explain what 
differences are. 
I'd like to take you back first to computer inquiry 
of the FCC in 1980. You will recall that at that time 
Bell System operating telephone compan s and GTE operating 
lephone companies were declared at that time to be dominant 
GTE went forward to the FCC with a petition of 
ideration to ask the FCC to reconsider that decision in 
of the fact that General Telephone and Electronics 
now called GTE, and its telephone operating entities 
be considered to be of equal size and dominance of 
Bell System. 
To give you an idea of what those size differences are, 
think it's kind of important just to get an idea of size 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERiCAN RIVER DRIVE, SUITE A 
SACRAMENTO, CALIFORNIA 95825 
64 
1 as it relates to Judge Greene's recent decision, and divestiture 
2 of the Bell System into seven Bell operating companies. 
~ Each of the Bell operating telephone companies will be 
4 approximately the size of all GTE telephone operations. That 
5 gives you a fair idea of relative size. And General Telephone 
6 Company of California, the company that I represent, is roughly 
7 the same kind of proportional size to Pacific. We are slightly 
8 larger in proportion, because we do represent approximately 30 
9 percent of telephone operations total GTE. 
10 ca~IRMAN DILLS: May I interrupt, because someone 




Mr. Les Wolfe, Northern Telecom. 
Is he here? 
MR. WOLF: Yes. 
15 CHAIRMAN DILLS: Would you please call your office? 
16 Very important. 
17 MR. BORGHI: Might be a big order. 
18 I mentioned that the issue of the petition for 
19 reconsideration of the FCC, because the FCC did in fact honor 
20 that petition for reconsideration. And GTE was then declared 
21 to be non-dominant. That is an important issue to us, and it 
22 changes really the way in which we are approaching the deregulatEd 
23 marketplace and the business of the future, if you will. And 
24 I'd like to explain just those differences, if you would. 
25 The difference is essentially with the declaration of 
26 non-dominance that are being considered to be non-dominant. It 
27 simply means that we can have, for example, facilities. We can 
28 enter the deregulated marketplace of terminal equipment and 
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enhanced s. We not to set up a separate 
subs ary. We must account for all activit s totally 
·~ separately so that in no way does the basic ratepayer subsidize 
the deregulated business of the future. But it does allow a 
) certain amount of sharing of facilities, it does amount to a 
6 sharing of information and some other freedoms that would not 
7 be allowed if you were declared to be totally dominant and had 
8 to set up a separate subsidiary, as is true of ATT. Which 
9 brings me to a description of the way in which we will be 
10 structured in our structure essentially at this point in histo 
11 We are structured so that we are, if you will, the 
12 telephone company in terms of network and local exchange 
!3 facilities. Much the same as was described of Pacific 
l1 Telephone. We are much smaller, we have a much smaller area, 
15 we are for example, a little over 20 percent of Los Angeles 
16 County. That's where our major presence is. And we have a 
17 couple of operating areas i'1 Northern California near the 
18 Los Gatos area and Reedley and Novato and a couple other 
19 places. And we are, if you will, we do provide a networking 
20 and the local exchange facilities there. But ln addition to 
21 that we have set up a very separated division of the company 
22 that is, I think, best likened to an interconnect company. 
We are in the interconnecting business. 
. . I 
We are ln the buslness,, 
terminal business, we have been through the 1982 year, and 
23 
24 
25 most people don't know that. But we are very deeply into that 
26 business and we are offering business terminals to the State 
27 and to other business entities, if you will, in a totally 
28 deregulated environment. That is, the equipment is for sale. 
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1 We also have leasing options that allow for release purchase 
2 options over three, five, or seven years, much the same as does 
3 any interconnect company. 
4 As we look into the future, that separation of 
5 what we call business terminal sales and service, the division 
6 of General Telephone of California will become even more 
7 separated, and we will move into what will essentially be a 
8 separated business that we will -- will be just like an 
9 interconnect company and a telephone company. It will, however, 
10 be a locally-owned division of General Tel of California. 
11 That, I think, just gives an idea of where we are 
12 different, I think, from either the Bell alternative or the 
13 alternative of an interconnect company. It gives us the 
14 additional advantage of many years of experience in the field 
15 when I add commercial and the opportunity to share in a great 
16 amount of experience and a few thousand PBX's and key systems. 
17 We bring to the market the latest in digital technology in 
18 our PBX line and in our key line, as well. 
19 I would like to address another issue, however, if 
20 I might. Part of this material is in the written text, and 
21 I would like to read it, because I think it is something that 
22 we are very much interested in, and you are, as a Committee, 
23 is the whole issue of the procurement policies as they exist 
24 today. 
25 If I might just read from the written text? 
26 "Deregulation has brought a multitude 
27 of equipment suppliers into the telecommuni-
28 cations marketplace. Their prices are set 
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regulation. This competition is 
expected to allow the free market to 
determine what services should be 
delivered at what price. 
"There is concern that this 
influence of competition may be viewed 
as an endorcement of all state-of-the-
art technology offered by these suppliers. 
Managerial, technological, and financial 
resources necessary to support the 
ambitious activities of suppliers is of 
vital importance to the State's procure-
ment processes. 
"Identification and selection of 
fully qualified suppliers becomes a 
key factor in establishing sound pro-
curement policies and procedures. 
"Specific selection criteria items 
that should in our judgment be reviewed 
and qualify a potential suppl , should 
the previous track record within the 
industry" in quotes "submission of an 
audited financial statement, perhaps done 
in Broadstreet Review. 
"Manufacturing support documentation, 
maintenance and service support, financial 
resources, equipment delivery reliability, 
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1 and Affirmative Action equal opportunity 
2 compliance record." 
3 We experience at GTE a lot of procurement with the 
4 Federal Government as to a great number of error people. Now 
5 the Department of General Services, in our judgment, should 
6 look to some of those procurement policies that the Federal 
7 Government has. And we would suggest and in concurrence, really 
8 with the gentleman that preceeded me, that we would be very 
9 willing to participate with members of the competitive 
10 environment, Pacific Telephone, and those people that you 
11 deem to be qualified, to come to Sacramento and do whatever 
12 we can to contribute to some -- our view at least, in terms of 
13 how those procurement policies might be streamlined and be in 
14 the best interest of State of California. 
15 CHAIRMAN DILLS: We appreciate that offer, and hope 
16 to take advantage of that, also. Thank you. 
17 Any questions of this witness? 
18 Any additional information you desire to submit to us? 
19 You complied with the time frame very well. Thank you 
20 very much for your participation. 
21 Mr. Holmes, would it be J.B. Holmes, is he here? 
22 Would it be convenient for you to come back after the 
23 lunch break? Or does that which you have to present require 
24 considerable amount of time? 
25 MR. HOLMES: No, very little time, in fact. 
26 CHAIRMAN DILLS: Very little time. Well, shall we 
27 hear the gentleman now and keep our agenda in line? 
28 Vice-President, business communications systems 
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division, CP National Company. 
MR. HOLMES: Senator, members of the co~~ittee, I'd 
1 i k(: to you for iting me here to ss the Committee. 
4 I think that with deregulation and the creating of deregulation 
5 that the -- everybody is looking for the adverse impact of what 
6 deregulation is going to do to the telecommunications industry, 
7 rather than looking at what cost savings innovative ideas are 
8 going to be presented in the future that have been stymied by 
9 the monopolistic view. So I think in looking at that we 
10 need to look at yes, in the early stages we depended on the 
11 telephone company to supply us with manpower for analyzation of 
12 the equipment needs and tell us what we need. And we acted on 
13 those recommendations. Today in the deregulation end of it, we 
14 are going to have to somewhat understand what goes to the black 
I5 box, what the black box costs and where -- how long that 
16 black box will last and where it will take us in the future. 
17 And those are the requirements of individual companies, 
18 parties, consumers, and the State people, also the procurement 
19 practices. 
20 I think as we get into this, you know, if you will, 
21 if you open the black box and look at it, it's not really as 
22 scary as it looks. It may be that we can save great deals of 
23 money by depending on our own innovative ideas to put systems 
26 within the rural California areas. In Colusa, Tuolumne, and 
27 Needles, California. We have very little business communication 
28 systems, but we do have a deregulated division which is in the 
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process -- in selling equipment. So I think in looking at all 
2 the aspects of the business, deregulation is something that 
3 almost had to take place because of the new technological 
4 developments that are available outside of the Bell System and 
5 the other telephone company areas. And that it's an exploding 
6 industry that will take advantage of these new technologies. 
7 That's all I have. 
8 SENATOR GREENE: Mr. Chairman, I have one question. I 
9 will make it brief, because I know we all want to eat, including 
10 me. 
11 Sir, you raised the point that really got me turned 
12 onto communications workers when they started educating me. I 
13 think the question that is an appropriate one for the LegislaturE 
14 is to what degree right now is the State and our people who have 
15 responsibility for that, to what degree are they aware of what 
16 you say, and to what degree are they moving to that point? What 
17 is your observation, or do you have any attempt in that regard? 
18 It's looking to the positive, but an assessment of do we see 
19 what's coming about 
20 MR. HOLMES: Are you speaking of the telephone 
21 communications people, or the --
22 SENATOR GREENE: I'm speaking of our State people who 
23 have responsibilities for 
24 MR HOLMES· I think that oeoole that I have dealt 
25 with within the State have a very good knowledge of what's 
26 available and what's out there. 
27 
28 
SENATOR GREENE: And are they moving towards? 
MR. HOLMES: And yes, they are moving towards that. 
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But I think that it's go to be a slow movement, simp bee s< 
o the imbedded equipment that's there, and what, you know, the 
procedures that have to be gone to get from A to B, if 
4 you will. So in looking at it and analyzing it, yes, they 
5 have done a great deal in that area. 
6 SENATOR GREENE: Thank you. 
7 CHAIRMAN DILLS: Nothing additional, then, we will 




















SENATOR GREENE: Thank you. 
(Thereupon a recess for lunch 
ensued at 12:00 noon.) 
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CHAIRMAN DILLS: Number six on our agenda, Mr. Walter 
4 Lowenstern, Executive Vice-president, Rolm, California. 
5 MR. ROBERTS: Senator Dills, I will introduce myself. 
6 My name is Larry Roberts, I am the Marketing ~,1anager for the 
7 State Government, Rolm, California. To my left is Walter 
8 Lowenstern, who is the Executive Vice-president, Rolm. Corporat 
9 and one of the founders of Rolm Corporation. 
lO CHAI~ffiN DILLS: Thank you. Will you proceed, sir? 
11 MR. LOWENSTERN: Thank you very much, Senator. I 
12 want to thank you very much for inviting me here today and 
13 allowing us to give you our views on this matter. We, of cour 
14 are very interested in it. I will keep my presentation very 
15 brief in the interest of time, and try not to cover some of 
16 the things that have already been covered today. 
17 What I do plan to do is tell you a little bit about 
18 the Rolm Corporation so you know who we are and what questions 
19 might be appropriate to ask of us and what information we could 
20 give you, and then I would give you some of our suggestions 
21 of what the Committee specifically might do to answer this 
22 question that's been asked. So with your permission, I will 
23 proceed to do that. 
24 First of all, as far as the Rolm Corporation, I 
25 am one of the founders of the Rolm Corporation. We started 
26 the company in 1969 and in our first product was a 
27 computer for the military. We built a militarized version of 
28 a commercial computer and found that to be a very successful 
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1 business, and are today one of the leading producers of military 
2 computers in this country. 
3 In 1975, however, we decided to diversify our business 
4 and decided that we would build a very good PBX telephone system 
5 for businesses by using our computer expertise in the telephone 
6 system. And we proceeded to do that. 
7 In 1975 we made that decision. We had a yearly annual 
8 sales of $3 million. Today our company has annual sales of 
9 $400 million. We have about 5,000 employees, about 4,000 of 
10 whom reside in the State of California. So we have created 
11 at least 4,000 new jobs over the past five or six years. Ninety 
12 percent of that business is in the BPX business. 
13 We manufacture a computerized digital PBX, a unit that 
14 we believe to be the most~vanced and most capable PBX on the 
15 market today. And the market -- and as sort of in confirmation 
16 of that, we have substantial acceptance in the marketplace and 
17 we have grown at rates of about 50 percent per year over the 
18 last five or six years. And we have over 10,000 installat~ons 
19 of PBX equipment throughout the country, and actually throughout 
20 the world. And as a for instance, the City of Hong Kong has 
21 selected our PBX through an international bidding procedure, 
22 decided that our PBX was the best one to meet the City of 
23 Hong Kong's needs, which it turns out is quite a substantial 
?4 need, and we ship about $1 million a month of PBX's to Hong Kong 
25 We are very interested in the question of the State's 
26 needs. Of course, we would like very much to help the State in 
27 its need. We think you have a truly unique opportunity as has 
28 been said before, and there are substantial cost savings to be 
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had, and substantial efficiencies and operations to be had 
3 I will say just really one further thing before I 
4 give my recommendation to you, or offer my recommendation to you 
5 I personally have done a lot of work with the Federal Government 
6 and in a very similar kind of problem. And in fact lived in 
7 Washington, D.C. for a few years. And at that time worked with 
8 GSA, the Federal Government GSA in an almost identical situation 
9 Initially GSA for the Federal Government was given the 
10 assignment of solving a problem in the data processing area 
11 where they had one vendor -- basically one vendor who supplied 
12 all of the U.S. Government's needs. It was a good vendor, but 
















served by having more than one vendor. 
GSA was given that assignment, then proceeded to do a 
lot of competitive bidding, and consequently they now have a 
number of very fine vendors of data processing equipment to the 
Federal Government, and that single vendor is now below a 
50 percent supplier to the government. 
A few years ago the telecommunications needs of the 
U.S. Government were looked at, and that also was being 
procured from a single vendor. And it was decided that perhaps 
GSA could help solve that problem. They were given the mandate 
to do so, and proceeded to do so, and are in the process of 
doing that now and have procured a large number of PBX's and 
other terminal equipment through the competitive bidding process 
and a number of which are of some assistance. So we are very 
pleased to help the U.S. Government in doing that. We believe 
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1 we helped them save quite a bit of money in the process. 
2 I see a very similar situation here in California, and 
3 I believe that your GSA has in place the procedures for doing 
4 similar things. They have done it in the data processing area, 
5 and from what we know of it, they have done a very successful 
6 job in the data processing area of competitive procurements 
7 and meeting the best needs of the State. We believe they can 
8 do the same thing in the telecommunications area in cooperation 
9 with the various functional departments. 
10 You know, sometimes the procurements actually occur 
11 in the functional departments and sometimes at GSA in the 
12 Federal Government structure. And I am sure a similar thing 
13 would happen in the State. But I believe that's up to them to 
l4 figure out, and I think they have the capability of doing that 
15 and the tools to do that. 
16 So my recommendation to you would be to give GSA and 
l7 the functional departments of the State government the mandate 
18 and the power if it needs to be -- although my guess is they 
19 probably already have that power -- but at least give them the 
20 mandate to competitively procure all of their telecommunications 
21 equipment needs, and we would hope we would be in consideration 
22 for those, particularly since we are a California-based company 
23 and have a lot of jobs in this area. But on the other hand, I 
am sure that having won a number of competitive bids, we know 24 
25 how to do that and we are willing to compete with everyone else. 
26 And we think the result will be substantial cost savings to 
27 the State of California and to myself as a taxpayer in the State 
28 of California 
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And with that, I will end my formal presentation and 
be very happy to answer any questions you ght have. 
CHAIRMAN DILLS: Your company is based in? 
MR. LOWENSTERN: In the Santa Clara Valley. Sometimes 
5 called the Silicon Valley. The City of Santa Clara is where 










SENATOR GREENE: One question, Mr. Chairman. 
CHAIRMAN DILLS: Senator Greene? 
SENATOR GREENE: Mr. Lowenstern, I would not expect 
l 
you to come forward and state that the General Services Departmert 
and others had not done a good job, but since you do say that 
you feel they have done such a fine job in the area of 
computerization and how they proceeded here. I for one, I 
chair one of the subcommittees of the Senate Finance Committee. 
I halted three of their operations because just from my 
16 examination and what have you, they are wasting money. I 
talked with some of the biggest computer people there, and 17 
18 lwJ t have you. We found so many loopholes in just that portion 










For example, the SPAN program where they have wasted some 
$49 million. 
What is the basis for your saying that -- that's just 
example I point out, and as I said, I would not expect you 
to voluntarily come forward and take them on, that is not your 
respons1bility and I wouldn't expect it. But since you do say 
you feel they have done such a good job, what is the basis for 
that observation? 
MR. LOWENSTERN: Okay, thank you. Senator, let me say 
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1 I am sure in all organizations there are problems, and I am sure 
2 GSA would have a similar problem. But my observation actually 
3 comes from my co-worker, here, and so wha.t I will do is let him 
4 tell you his experiences 
5 SENATOR GREENE: I might add to that, Senator Alquist, 
6 who chairs our Senate Finance Committee is quite a critic of 
7 theirs in that regard. Senator Walter Stiern# who comes from 
8 the Bakersfield area who chairs our ~oint Legislative Budget 
9 .committee is a daily critic of them in this regard and we, of 
I 
10 course, are not expert at all. You are an expert, but why is it 
11 you get one picture and we get a totally opposite picture? 
12 MR. LOWENSTERN: I think my picture is of the 
13 processes, rather than the actual result. But let me let 
14 Mr. Roberts address that. 
15 Larry? 
16 MR. ROBERTS: The last comment is exactly correct. 
17 Since we obviously are not in that marketplace environment it is 
18 one of observation of the process which appears to be a very 
!solid competitive process in terms of least effective cost to 
!the State of California, taking into considerations for 
19 
20 
21 productivity, systems design, systems cost, serviceability, 
22 reliability, things of this nature. They were, to a large 
23 degree, not addressed at least currently under the old MLA 
lA orocess. And I know this is not the forum to discuss that 
25 process, but the intent of that comment was to say that the 
26 State in many other areas, office automation, copiers, things 
27 of that nature, has developed an approach that it is a bid 
28 matrix-kind of approach that essentially looks at many factors 
PETERS SHORTHAND REPORTING CORPORATION 








lequivolent to a bottom line cost to the in-use department and 
all we are suggesting is that there is obviously some levels 
of expertise in the procurement department and the agencies l 
that regulate them. And to tap that same -- give them the manda e 
Ito develop that same kind of charter with telecommunications 
jso that it's a very broad and a very effective selection process 
for the State 
MR. LOWENSTERN: But not to make the same mistakes 
9 they have made already. 
10 SENATOR GREENE: Well, I am not really being critical 
11 of them, but I am just trying to think my way through this. We 
12 arc coming into another brand new world, and we have got some 
13 pretty glaring things they have done. Even when you sit down 
14 privately and talk with people who are knowledgeable in this 
15 area, they talk them out to where even a guy like myself can 













a higher level of selection out of people, but I frankly feel 
that in some of those instances I could have made some better 
judgments than what appears. 
This State has lost an awful lot of money in the 
terms of the manner in which it's moved in data systems, and 
that can. be established. That can be very clearly established. 
So now fine, maybe they have a process which calls for bidding 
and what have you like that, but the manner in which they 
implement that process has not been anything that I think 
anyone should be proud of. It hasn't been the worst, maybe, 
but it certainly does not I doubt that you would run your 
corporation in the manner in which some of the agencies and 
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1 General Services have moved into the systems world. And I 
2 doubt very seriously if your volume business and your earnings 
3 would have increased at the rate that they have, given those 
4 figures you have given us if you handled your business in the 
5 manner in which some of these agencies have. 
6 MR. LOvlliNSTERN: Well, I have to apologize to you 
7 for not being familiar with those specific cases. 
8 SENATOR GREENE: Well, I wouldn't have raised it if 
9 you hadn't raised it. 
10 MR. LOWENSTERN: And I sort of opened a bag of worms 


















say rather than having sole-source procurements, we have seen 
it work, and I know there have been a lot of procurements in 
the State of California that have gone well. And so the 
procedures, I believe, are available and in place, and the 
smart thing to do is to apply what has worked in the past, it 
seems to me, and not apply what has not worked in the past. 
SENATOR GREENE: Thank you, I understand. 
CHAIRMAN DILLS: Senator Ellis? 
SENATOR ELLIS: You passed over the Master Lease 
Agreement. I am assuming that when you say you are in favor 
of the competitive bid process, you are not in favor of the 
master lease agreements processi is that correct? 
MR. LOWENSTERN: Well, since we have a master lease 
agreement I guess I would be foolish to say I am not in favor 
of it. 
SENATOR ELLIS: Well, you have one now, but you're not 
going to have anymore. 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO. CALIFORNIA 95825 
80 
MR. LOWENSTERN: Well, they have all been cancelled, yEs. 
) 
'· So were we to have one, I guess that would be all right. We'll 
~ have no problem with that. You know, We'd be happy to serve you 
4 SENATOR ELLU~: No, but seriously. Does GSA have 
5 master lease agreements? 
6 MR. LOWENSTERN: In the telephone equipment area, not 
7 anymore. I think they cancelled them all. 
8 SENATOR ELLIS: So when you are talking about 
9 competitive bids, you are ieferring to the --
lO MR. LOWENSTERN: Well, you've got to do something, now 
Jl And the question is, should you reinstate the Master Lease 
12 Agreements, or should you do a specification which has to do 
13 with the user's needs? It seems to us the latter process is the 
14 better process long term. When we are only one of five Master 
15 Lease Agreements, that's fine. I mean, that puts our company 
16 at a somewhat competitive advantage over others. So if I were 
17 the sole source supplier, I would be very happy to do that for 
18 the State of California, but I don't think that's realistic 
19 or in the best interests of the State. 
20 SENATOR ELLIS: I don't think you have been following 
21 the proceedings of the other subcommittee we have, have you? 
22 MR. LOWENSTERN: No, sir, I haven't. 
23 SENATOR GREENE: On that point, may I, Mr. Chairman? 
24 CHAIRMAN DILLS: Yes, sir. 
25 SENATOR GREENE: On that point, and I am not trying 
26 to box you in, sir, but Senator Ellis and I have listened to 
27 that same testimony. And it appears that all the members of 
2S that committee are getting somewhat the same impression. That 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO (;A! lFO~N!A Qt:.A?t; 
81 
1 process also locks people in and locks out further competition, 
2 does it not, also? Or is it not so that that could in fact 
3 happen? The Master Lease Agreement? 
4 MR. LOWENSTERN: Yeah, I think it does. 
5 SENATOR GREENE: So that would really argue now finE 
6 if you are one of the companies that's locked in. And I have 
7 no problem with that. I can very well understand that. And if 
8 I were up there in that world, I would be for it, too. I don't 
9 mean it as a criticism, but I mean just from an analytical 
10 point of view it was just designed to make certain that the 
11 people who could deliver what we need and who could perform in 
12 the manner that we need to make certain that those were the 
13 people that the agencies had to go to, and we had some reliabili y 
14 and what have you. The goals were noble. However, it appears 
15 that the manner in which it's functioned has been one that 
16 locks certain people in, and other people were just as capable 
17 and in many cases more capable, locked them out. So that's a 
18 double-edged sword, it's a catch 22. 
19 MR. LOWENSTERN: I think the MLA does have some 
20 advantage, but in systems like communications where things 
21 are fairly complex and each situation is quite different, it's 
22 a little different than buying more standard items like pencils 
23 and paper and things like that where MLA's make sense. If the 
?d State decides they want to do MLA's, fine. We'd be very happy 
25 to participate in that process. And I believe we would be 
26 since we are one of the largest manufacturers of this kind of 
27 equipment in the world, I think we would be certainly considered 
28 a reliable vendor. But I do think we have seen competitive bid 
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2 and at other ls. And we just it makes more 
sense s new high techno f to really take 
of this vc st movi rna lace. 
5 CHAIRMAN DILLS: Any other questions? Any other 
6 comments? 
7 Thank you very much for your testimony. It's been 
8 very helpful. 
9 MR. LOWENSTERN: You're welcome. 
10 CHAIRMAN DILLS: FonJer State Telecommunications 
11 Officer Henry L. Crutcher, Department of Parks and Recreation. 
12 MR. CRUTCHER: Honorable Chairman, members of the 
13 Committee, I think maybe I am here this afternoon to expand 
14 a little bit on the previous gentleman, and also to look at 
15 some of the things that were said this morning. But more or les 
16 I guess you could say that I am sort of from the user's side. 
17 I am just recently retired from the State service as of 
18 September the 1st, and I think many of us, my counterparts and 










have been looking at the operation of the Communications Divisio 
for several years. And I would 1 to preface my remarks 
to say that I think anything that might be negative would be 
said toward the statement not so much -- or more so than it is 
toward an individual. Isn't good to get into personalities, and 
I don't think they have any place here. 
I heard one remark this morning made that we might --
where we are very seriously considering -- "we," being the State 
-- of putting part of our communications effort on a State 
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microwave system. I think that if this were. looked into very 
2 closely it would be discovered very quickly that that would not 
3 be a very good, viable alternative. In the first place the 
4 State microwave system was never designed for a telephone system 
5 There's no way that you can load the State microwave system with 
6 any appreciable information for the State telephone requirement 
7 and have it do anything but cause something short of a disaster. 
8 The system wasn't designed for it in the first place, and it 
9 !no way could be made to work that way in its present configurati<n, 
10 and that's just one of the areas. 
11 I was very surprised, and pleasantly so, to hear 
12 Senator Carpenter say that fiber optics wasn't anything very 
13 new. It's 17 years old. 
14 I heard many things said about what's going to be 
15 done, what we are looking at. We are going to examine this, 
16 we are going to pe.ruse that. But gentlemen, we are only about 
17 three months away from when this has to start. And it should 
18 have been done by now. The telephone side of the House of 
19 General Services and Communications Division is only part of 
20 the picture. There's another picture called the public safety 
21 radio, which to the user is every bit as important to the 
22 person that needs it as is the deregulated phone side. As a 
23 matter of fact, there was some deregulation done in the radio 
~~ ~inP wav back in 1955 by the phone company. They were directed 
25 to get out of the business, which in effect they have sort of 
26 been done this time as the phone goes. But I think we have a 
27 problem right now of logistics or accountability or whatever you 
28 want to call it. And it is very difficult to get anything done 
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, the technical istrat functions 
4 the Communications Division was going to have to assume because 
5 of this deregulation would require additional staff. 
6 So far during the past ten years all I can say is 
7 every time we have consolidated something to save money it 
8 costs us more money. And Senator Greene, you are absolutely 
9 right. There's been millions wasted, particularly in the radio 
10 side. And it has to be applied clear across the board if we 
11 are going to look at it that way. 
12 One of the plain communications technicians for 
13 radio, and we are going to be talking about that for telephones, 
14 too, because the State is large enough they could sustain their 
!5 own technical or repair force. But when the State radio 
technician costs the user nearly $100,000 a year, it's a little 
17 bit ridiculous. And I think some of the process that goes into 
t8 the Communications Division's operation should be very seriously 
19 looked at. And I think the Senator said earlier, too, that 
20 somebody wouldn't run their bus s the way the State has. Wel , 
21 I'll tell you if you had a bus ss and had to run it the way 
22 the State is running it now, you wouldn't make the rst payroll 
23 I think the ability to get something engineered, something to 
24 get it through the whole bureaucracy of the Communications 
25 Division, Department of General Services has almost gone from 
26 the sublime to the ridiculous. I have personal knowledge of 
27 things that have lasted a year, and two years before you could 
28 ever get them off the drawing board. And when they did --
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CHAIRMAN DILLS: I just wonder when it was sublime. 
MR. CRUTCHER: It had to be sublime before I came here 
3 Senator. 
4 CHAIRMAN DILLS: I've been around here 25 years. 
5 Sublime would be wonderful. 
6 MR. CRUTCHER: I'd have to assume it was sublime 
7 prior to my coming to work for the State, because it's been 
8 rather ridiculous for many years. 
9 I am an ex-communications director for a county for 
lO several years. I've been in business for myself, I have a 
11 pretty good cross sectional knowledge of what should be done 
12 to make a communications system operate from a management 
13 standpoint, from a technical and engineering standpoint. 
14 Again I say, I wouldn't point the finger at any one 
15 individual, I think I look more at the system and I think the 
l6 Legislature has done its best in trying to make sure everything 
17 is done properly. But somewhere I don't think that they have 
18 looked quite far enough. Because there has to be a better way 
19 to do things than the way they are being done, now. When we 
start looking at the microwave system that is supposedly 40 20 
21 percent loaded, when I would certainly doubt if it's ten percent 
22 loaded, most of the paths in there have less than 40 or 50 
23 channels on them that could conceivably carry 120 channels. The 
74 microwave system was designed originally to be a radio control 
I 
25 system for remote control base stations in the mobile radio 
26 business. To even suppose that you wan ted to use it for 
27 telephone is absolutely ridiculous. 
2S There was a test run at one time, and it was told to 
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reliable. That's not good enough. 
if are go to use it 
between those two is 
4 logarithmic. And without getting anymore technical than that, 
5 I think most of you know what I am talk about, here. 
6 As I say, the ability to get communications services 
7 performed at any price is very difficult. The needs of the 
8 agenc s are not being met under the present way it's done. 
9 I think I hear here that we should go low bid, regardless of 
10 what it is, as long as it's compliant. Well, gentlemen, you 
11 can make anything compliant if you write the specifications such 
12 that they are low enough that anybody can bid on it. I think 
l3 the State of California should have a communications operation 
14 that should be the epitome of all communications operations 
15 in the world, actually. Because it ce ly has that status. 
16 It's not. It doesn't even approach it. I think there has to 
17 be accountability by the Communications Division to the agencies 
18 which it serves. The agencies shouldn't be here to serve the 
19 Communications Division. You don't have communications systems 
20 for an eng r to design, or for a technic to fix. You 
21 have communications systems so the people that need to 
22 communicate can communicate. And many cases right now 
23 people can't communicate out there. I had park rangers that 
24 couldn't talk to a guy four les away because the unit was 




I know s has deviated somewhat from the regulatory 
standpoint, I think you should know that when you have these 
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kind of problems, if you go out here and start hiring more 
2 staff to absorb some of the stuff from the deregulation side, 
3 you're only going to make the problems worse. It has to be 
4 shaped up and it has to be made more official. I think you 
5 should take a good look at the organization. 
6 You know, gentlemen, there's a point which an 
7 organization who needs service, who ne~ds services such as 
8 communications is too small to have their own force to do it. 
9 Conversely, there's a point at which you are too big to be 
10 able to handle it. And I think there probably is a much more 
11 efficient way to handle the communications operations for 
12 the State agencies by segmenting it into certain predetermined 
13 classifications and getting it out from one agency which is 
14 really a monster to handle. And here again, I am not sure 
15 it can be handled properly under one agency, but it surely can 
16 be broken up and handled properly. 
17 I think with those remarks I would defer to any 
18 questions you may have. 
19 CHAIRMAN DILLS: Thank you. Any questions of the 
20 witness? 
21 SENATOR ELLIS: Well, I have just 
22 I CHAIRMAN DILLS: Senator Ellis? 
23 
I 
L;:,nnorc I 24 
J 
SENATOR ELLIS: Well, the statement that the park 
r;:orlir. hrr.lrp nnwn i'lnn t-nnk i'l WPPk tO fiX What is the 
25 procedure for getting it fixed, and what procedure would you 
26 suggest to correct that? And I'm assuming when you use that as 
27 an example it's merely an example of a broader problem. 
28 MR. CRUTCHER: I only used it as an example, Senator. 
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2 t engineered and ion and sometimes was a year 
before it would in when we'd have rks that couldn't talk 
to one another t's unconscionable to 
5 take a year from the time the order is written to get it done 
6 and having it done. Or six months is common. It's not at 
7 all uncommon. 
8 At one time I have had as many as 100 work orders 
9 out there that were more than four months old. 
lO SENATOR ELLIS: But whose fault was that that it was 
11 such a delay? 
12 MR. CRUTCHER: Communications Division, yes. General 
13 Services. 
14 SENATOR ELLIS: But do they not have contracts for 
iS maintenance with various private companies to do these things? 
16 MR. CRUTCHER: To my knowledge only one or two are 
17 private companies, the rest of 's all in-house. 
18 SENATOR ELLIS: Would you foresee any advantage to 
19 expanding the contract concept and --
20 MR. CRUTCHER: Absolutely. 
21 SENATOR ELLIS: requiring response criteria 
22 for them? 
MR. CRUTCHER: Absolutely, I would. I should think 
24 that if you have a situation where a piece of equipment is 
25 'down, it needs to be fixed -- I didn't mean to get down into thi 
26 particular nitty-gritty but if for any reason Com Dept could 
27 not respond, and that's understandable, there should be some 
28 other option that can be approached, and it can't be done. By 
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1 the time you get through it it's three weeks later. 
2 SENATOR ELLIS: Okay. 
3 CHAIRMAN DILLS: Any other questions? 
4 Senator Seymour? 
5 SENATOR SEYMOUR: Thank you, Mr. Chairman. 
6 Am I misreading you in believing that what you're 
7 suggesting is a decentralized operation, rather than a 
8 centralized structure? 
9 MR. CRUTCHER: Partially, yes, sir. 
10 SENATOR SEYMOUR: And what would be your criteria 
11 for those are.as that you would consider to be decentralized 
12 in the different structures? 
13 MR. CRUTCHER: In the agencies. I can give you an 





SENATOR SEYMOUR: Please do. 
MR. CRUTCHER: Such as the Department of Transportatio . 
Conceivably Caltrans and CHP would have their own operations. 
It's very huge, and in fact that represents a good portion of 
19 the State system. I'm talking about radios at this time. RF 
20 con:ununications. 
21 Another agency would be resources such as Fish and 
22 Game, Parks and Recreation, Forrestry, and Water Resources. 
23 would have their own. Now there may be one other, and then 
74 leave Communications Division to take care of the things that 
25 are totally common to everybody. 
26 Yes, this would be very good, I think, insofar as 
27 the telephones go, that would have to be looked in very seriousl1 
28 pf seeing what centralization or what decentralization should 
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take place. 
2 Someone may say this is going to be a duplication of 
3 services, but I think what little extra it might cost you for 
4 fees duplications could be more than saved in the efficiency of 
5 the operation. 
6 SENATOR SEYMOUR: Do you believe we can make this 
7 transition and actually save dollars, bottom line? 
8 MR. CRUTCHER: Yes, sir. 
9 SENATOR SEYMOUR: Do you care to conjecture as to 
10 what percent? 
II MR. CRUTCHER: About 30 percent. 
12 Senator Seymour, at one time before the State 
13 Administrative Manual was changed I found that under certain 
I4 circumstances I went outside just for installations. And of 
15 course they have done something about this since. But in a 
I6 matter of five months I saved $35,000 in installing equipment 
17 until I was stopped from doing it because we had to have State 
18 people doing it. And there's documentation for this. 
19 SENATOR SEYMOUR: Thank you, Mr. Chairman. 
20 CHAIRMAN DILLS: Thank you very much. 
21 There are three witnesses: Mr. White, Mr. Banks, and 
22 Mr. K. Shiba. I am understanding each is from the -- an 
23 engineer or with the Department of Transportation, but that 
_ __24_ they do not purport to reoresent t-hP D~=>pr~ r+-man+- f"''r '11.,...,.,...., co.:;:-"' 
25 And since that is an actual statement, why, we can proceed with 
26 whomever of you has the courage to come forward. 
27 MR. WHITE: I'm Bill White, Chief Telecommunications 
28 Engineer for California Communications. 
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Senator Dills, thank you for the privilege of 
2 appearing here. The agency knows we are here, and with their 
3 concurrence, but they don't disapprove or approve of what we 
4 are saying, because they really don't know. 
5 CHAIRMAN DILLS: It's a question of what side the 
6 neutral zone? 
7 MR. WHITE: That's right. And although my expertise 
8 is primarily in the radio, I do manage the private line 
9 
10 
11 private sector -- private line-type telephones. 
12 Now I understand the goals are noteworthy on this. 
13 It says: 
14 "Senate Resolution for immediate 
15 establishment of centralized professional 
16 management of telecommunications with the 
17 State." 
18 And the goals are noteworthy, but in 1948 there was 
19 the California Communications Study, and it apporached the same 
20 problem. Not with deregulation, but with centralization. And 
21 based on that study most of the telecommunications functions 
22 were centralized under General Services Communications -- well, 
23 General Services was Department of Finance at that time. 
24 Unfortunately centralized telecommunications under 
25 the present Communciations Division is not working well, in my 
26 opinion. The products coming out of the Division are overpriced, 
27 poor in quality, and slow in delivery. And I can give some 
28 examples, and I have a book about four inches thick that has a 
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examp s. And Mr. Crutcher mentioned over $100,000 for each 
3 communications technic We paid 109,000 a technician 
4 which equates to $61 an hour. And 's also the opinion of 
5 Caltrans' Legal Department that we have been overcharged about 
6 a half a million dollars over the past three years for radio 
7 service. So that's between the Department. I don't 
8 want to get into that. 
9 Caltrans has been made to wait two years or more to 
10 get work accomplished. Two years ago Caltrans regionalized 
11 the highway maintenance program. We put the work orders in 
12 to change the communications system to match the new operations, 
13 and here we are two years later and they are just getting in, 
14 or just have been installed. 
15 The State microwave system we determined about a year 
16 ago or two years ago to make a study of the cost effectiveness 
17 of the State microwave system, and we found the cost so 
18 prohibitive that we abandoned all our interdistrict microwave 
19 circuits. We have taken all the microwave telephone systems 
20 out of four of our transportation dist cts. Even with 
21 deregulation facing us we are not sure that still isn't the 
22 right way to go. And this decentralization that Mr. Crutcher 
mentioned of the major agenc s as an option. 
24 Another thing that I would suggest is a body like the 
25 PUC within State government to be able to set rates and regulate 
26 the operations, if it's a centralized operation, or if it's 
27 decentralized. The fact that the microwave telephone system 
28 appears that we can't manage it within, the microwave system 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO, CALiFORNIA 95825 
93 
1 just isn't cost effective. At one time I think they were going 
2 to try to sell the system, but I don't know what happened at 
3 that time. We had no buyers. 
4 And my conclusion is that the State must seek a way 
5 in which to get the Communication Division in the real world. 
6 I don't think there is a real world of maintenance, engineering, 
7 any of the functions they do. 
8 CHAIRMAN DILLS: Your suggestion again was that 
9 perhaps some communication or some body similar to the PUC 
10 MR. WHITE: Well, right now we have the State Radio 
11 Users Committee that is an advisory committee to the Department 
12 of General Services. But it has been a failure because the 
13 advise hasn't been -- I don't know whether it hasn't been 
l4 listened to, but it certainly hasn't been taken. 
15 About 1970 there was a Communications Advisory Board 
16 which was I believe -- reported to the Legislature, but they 
17 abandoned that about four years ago and merged the function into 
18 the present advisory board. And I resigned as vice-chairman 
19 of the Users Committee about four months ago, because it was 
20 a waste of everybody's time. And Mr. Crutcher resigned as 
21 chairman. I had served as chairman and vice-chairman previously 
22 Any questions? 
23 CHAIRMAN DILLS: Any questions? 
24 Senator Seymour? 
25 SENATOR SEYMOUR: Thank you, Mr. Chairman. 
26 Mr. White, obviously you have a feel for the needs, 
27 the communications needs in the department of Caltrans. Similar 
28 to the question that I had asked earlier, would you care to 
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achieve, cost savings if in fact the structure were to take a 
ized approach and you were essence responsible 
4 for your own communications? 
5 MR. WHITE: Well, I can give you an example of that. 
6 I have been inquiring into cost of new switchboards in our 
7 various districts. And then we are looking at two-way. Right 
8 now the district office, let's just say Eureka or one of our 
9 district offices has a commercial telephone system and they 
10 have a private line telephone system. And so I have recently 
ll gotten some competitive bids or pricing to replace the present 
12 State-owned microwave telephone system. And let's say District 
13 I, Eureka, Comp Division charges about $900 a month to maintain 
14 the switchboards and the telephones. In that 900 is some money 
15 for depreciation to replace the board at the end of the life. 
16 The quotation and I have three companies coming in with 
17 quotes -- the quote, if I get a new lease, five-year lease-
18 purchase, I can get the system for under $500 a month. At the 
19 end of five years all brand new equipment belongs to the State. 
20 And that's maintenance in.cluded. So it's almost half the 
21 price of the present operation. So 50 percent would be 
22 probably exaggerating, but the 30 percent should be no problem 
23 whatsoever. 
24 SENATOR SEYMOUR: Do you think you could hit 30 




MR. WHITE: Yes, I do. 
SENATOR SEYMOUR: Thank you, Mr. Chairman. 
CHAI'RMAN DILLS: Thank you. 
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MR. WHITE: And Don Banks. 
2 CHAIRMAN DILLS: Banks? 
3 MR. BANKS;:, Yes, Don Banks. I am a telecommunications 
4 engineer with State Caltrans. I would like to present to you, 
5 Mr. Chairman, and to the members of the Committee a thought, 
6 here, in that I know that yop are involved in -- or thinking 
7 about developing the organization for communications throughout 
8 State government. I have one suggestion, here. And first of 
9 all I will present the problem. And it's -- it's already been 
10 touched on, but in a different vein. More from a cost aspect 
11 than from what is really right and wrong. 
12 Let me start out: Within State government the 
13 majority of two-way radio equipment is used as a tool to support 
14 public safety agencies. For example, CHP is charged with 
15 law enforcement; Caltrans is charged with highway safety; and 
16 Forrestry is charged with fire protection. Now under the 
17 present philosophy and management of General Services, when 
18 immediate service of t~o or more radio transmitters belonging 
19 to different public safety agencies is required at the same 
20 time, a judgment must be made. That judgment, the judgment of 
21 which agency; indeed, the judgment of which public need is 
22 first served falls upon the shoulders, the decision of a tech, 
23 a radio technician and a field. Not by any choosing of his 
24 pwn, but that's the way it's set up. And thev also decide 
25 ~hich public safety agency must wait to be served. 
26 Now these technicians, like I say, it's by no fault of 
27 ~heir own. But they are put in that position, and they are 
28 ~enerally services, field technicians, not supervised, nor 
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I believe some of these cisions, t se judgments 
5 as to which get service first can be highly arbitrary; it can 
6 be biased. I think in many cases they can be wrong. I would 
7 like this Committee to consider a suggestion, and that suggest 
8 goes along with the suggestion of my boss, Mr. White, and 
9 Mr. Crutcher, and that's that certain public agenc s really 
10 have a force of their own radio technicians. These would be 
11 the agency-- well, I can only speak --I really can't speak 
l2 for Caltrans, but Caltrans would be one that I believe is 
I3 needed that I can recognize. I believe CHP and Forrestry would 
l4 be another. 
15 I submitted this, and I have copies of it. Or most 
!6 of your members do in the forum. I have suggested an awards, 
l7 except that the merit award board does not have within its 
IS power to make a judgment on establishing po tions or relocating 
l9 positions from one department to another. So I thought I would 
20 present that to you. It's a little more anation on it, 
21 and it also shows you a letter of a re 
22 That's all I have. Are there any -- I defer for 
23 any questions. 
24 SENATOR GREENE: Mr. Chairman, I have a question. 
25 CHAI&~N DILLS: Senator Greene? 
26 SENATOR GREENE: E Mr. Banks or Mr. White. Well, 
27 Mr. White, as you know, when I first started asking questions 
28 in this area, I don't know if you related to the Committee the 
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1 fact that the Department of Transportation was at one time or 
2 another, or recommendation has been made to the Director that 
3 the Department of Transportation considered pulling out the 
4 existing system as it is now and developing its own communicatio~s 
5 system, or going in some other direction. 
6 Have you related that to the Committee? And if not, 
7 I guess the appropriate way is to have a question posed to you 
8 and you are at liberty to get into that area. Has that been 
9 discussed? My apologies for stepping out. 
10 MR. WHITE: No, It hasn't Senator Greene. And 
11 SENATOR GREENE: Would you please at least put it 
12 into our record so that we have -- I would like to have it in 
13 the record, since it's something that I discovered when I 
14 started digging around in this area, because I think it's 
15 important to the kinds of considerations that the Committee will 
16 have to make in the overall subject. 
17 MR. WHITE: Well, our management analysis people 
18 have studied this oh, about four, five times. And each time 
19 they come up with the facts that it would save in excess of 
20 500, 600,000 a year if we would take over everything except the 
21 State microwave system. Our own radio maintenance and closed 
22 circuit television. And we were going to embark on a total 
23 system, or take back all of our technicians, reducing Comp 
24 Division staff by the amount that we would hire so it wouldn't 
25 change the State total any. And we decided to go on a two-year 
26 trial period just in one of our districts, our San Francisco 
27 District. Our District Four. And there is every indication 
28 that even just the simple District Four trial should produce 
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2 Then we talked about personnel. I forgot to mention 
3 something on the microwave. I understand this may not be 
4 fact -- but adding the ATSS to the State microwave system 
5 seems commendable if it works. It sounds like a good thing. 
6 But I understand that with this goes an added ten to 23 mic 
7 technicians that the Comp Division plans to hire. Now that 
8 may or may not be true, I don't know. 
9 SENATOR GREENE: What were the kinds of problems 
10 that developed to occasion the Department of Transportation to 
11 give thought to -- or to pursue the idea of pulling your people 
12 out and operating your own system? 
13 MR. WHITE: Well, I have had experience up to 1970 we 
l4 did that. So we really have something to carry it with. And 
!5 since 1970 the service has gone down and the cost has gone up. 
!6 And we just feel it would be more cost effective for Caltrans 
17 and the State, for that matter. Because there agin, if we 
18 save money and the personnel comes over from Cal trans, it's 
l9 not additional personnel. Just a savings to Caltrans and the 
20 State, plus as Mr. Banks indicated, would be advantageous 
21 from a point of view. Priority on repairing equipment in the 
22 middle of a storm or something. We vie for service. If the 
23 shop happens to be a CHP facility, obviously they would get 
24 priority. If the shop were in our facility, we would get 
25 priority. And not only is the cost effective, it's just 
26 on the Oakland Bay Bridge we have had our shop there for the 
27 last 20 years. And our hourly rate is $31 an hour, including 
28 rts versus Comp Division's $61 that we paid last year. So 
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1 that makes a good reason to want to go our own way. 
2 SENATOR GREENE: Thank you. 
CHAIRMAN DILLS: May I ask Mr. Banks, calling your 
4 attention to the way you suggest it should be on page three 
5 of your report: 
6 "Remove a number of radio technicians from 
7 under General Services and apply them directly 
8 under public safety agencies such as Caltrans, 
9 CHP, CDF." 
10 Was that changeover made in 1970? 
11 MR. WHITE: Yes, in 1970 we had our own. We had a 
12 two-year trial period, and in 1972 it was formalized. I 
13 believe the amount shows that we'd save $163,000 if we merged. 
14 That's pretty hard out of a $3 million budget, or whatever. 
15 One hundred sixty-three, now. And it proved that that hasn't 
16 been the case. 
17 CHAIRMAN DILLS: I get the feeling that there are 
18 members of the public, let's put it that way, perhaps some 
legislators that feel that these things ought to be brought to 
20 And here we someplace where there is one general authority. 
!have a breaking down into smaller units. 21 
221 MR. WHITE: Of course my idea with the PUC or 
23 something like that to regulate all communications in the State 
?4 would take care of that. In other words, you can decentralize 
25 to a point. You don't have to completely decentralize, but 
26 you can decentralize to get the job done. 
27 CHAIRMAN DILLS: General Service has too many other 
28 obligations, too many other things to do. 
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MR. WHITE: Well, in my opinion, yes. 
2 MR. BANKS: Senator Dills, this is strictly directed 
~ towards public safety agencies. 
CHAIRMAN DILLS: Yes. 
5 MR. BANKS: There are many other agencies where I 
6 think General Services can do a real fine job, but we are dealin~ 
7 with highway safety and law enforcement. I believe that 
8 these people have to be directed by their own operating people 
9 so that they can get service people. They don't have to stand 
10 in line and have some technician who is way down on the line in 
11 administration make this judgment as to which public service 
12 is served first. And I really can't speak for CHP or Forrestry, 
13 but I know in Caltrans we are just not receiving the service 
14 as fast as we'd like. 
15 CHAIRMAN DILLS: Thank you. 
16 MR. BANKS: Thank you, sir. 
17 CiffiiRMAN DILLS: Thank you, the two of you. We 
18 appreciate your comments and your suggestions. 
19 MR. GOULDEN: Senator Dills, thank you for asking 
20 !me to this hearing today. My name Dick Goulden, I am the 
21 leo: ications officer for the Department of Parks and Recreatior . 
22 IM· former supervisor Mr. Crutcher already testified. And I 
23 think the first thing I'd like to say is "help." What's already 
24 been testified so far pretty well indicative of what I'd like 
25 to say today. I could only more or less elaborate on it. 
26 The Department of Parks and Recreation has a 
27 responsibility for police, fire, public works, and emergency 
28 ~edical in a park. We have 52 areas spread out throughout the 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
SACRAMENTO, CALIFORNiA 95825 
101 
1 State of Cali~o;t;nia~ We haye an u;r~ent nee.d for communications, 
2 for saving people's lives, and rescue and fires and all types 
3 of emergencies. The service that we are receiving from the 
4 Department of General Services Communications Division is 
5 inadequate. I have no quarrel with the system of one agency 
6 performing the service for us. If that agency doesn't have to 
7 pay taxes, doesn't have to make a profit, it should be able to 
8 accomplish their mission with at least at the same cost as 
9 private industry. But right now cost isn't an issue, even thoug1 
lO it's an issue in the State. We can't get anything done no 
11 matter what it costs. And it's an urgent thing. 
12 We have this Users Committee, but there doesn't seem 
13 to be any dialogue between these people. They will not listen 
14 to our complaints, they will not respond to our needs. As 
15 an example, I had just recently a portable in a southern desert 
l6 area that was given to a technician in May. And they finally 
17 called me and they said, 
11 What can you do to get it fixed?" 
18 And the irony o:l; it is that they do have a system right here 
19 in Sacramento, and it works very well. It 
1 s a depo maint.enance-
20 type. And it may take three weeks, bUt not five months. 
21 well, that isn't a big thing, but this is the fourth 
22 time this year that I have had to tell the people in Sacramento 
to make arrangements for them to send it in. So they don't 23 
24 seem to have any communications with their people in the field 
25 to get the job done. 
26 Some cost factors: We -- last winter we had a bad 
27 storm that came throu~h on Angel Island. W:e lost a telephone 
2B line. Now that telephone line was owned by Parks and Recreation 
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And cost us about $2,000 to , and it wasn't worth fixing. 
2 But that was after the fact, and they worked on it and they got 
3 it going again. But I gave instructions wr ng not to do 
anymore work on th line. And in the meant about a month 
5 ago the line broke down again and they went ahead and fixed it 
6 in spite of the fact they had the written instructions in 
7 writing not to work on it. 
8 Another situation of a telephone line, in-house. 
9 They worked on it, spent about $1100 trying to fix it, and it 
10 was owned by Pacific Telephone. It wasn~t even owned by us. 
ll CHAIRMAN DILLS: Were they faster in that one? 
12 MR. GOULDEN: Now I can't keep track of every -- we 
13 have something like 400 telephone lines connected to radios 
14 in the State of California, and I can't keep track of each one 
15 and every time they go out there, because I don't know. 
16 Again, I'd like to emphasize that we would like to 
17 work with them and we would like them to provide us the service. 
18 But we cannot live with the service they are giving us now, and 
we can't live with the cost. They --well, this was in 
20 February. They went out to Anza-Borrego and they have to servicF 
21 that park from San Diego. They had to install two sirens. Now 
22 the only thing I can think of was the technician had to be in 
the desert in the wintertime, because he installed one on 
24 Monday and the other one on Friday. It cost us about $650 to 
25 install those two sirens. 
26 CHAIRMAN DILLS: Not too far from Palm Springs. 
27 MR. GOULDEN: I really don't know all the reasons 
28 behind it, but I know we can't live with this kind of service. 
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1 And essentially that's what my testimony is today. We need 
2 help to get this turned around. 
3 CHAIRMAN DILLS: I am prompted to say, now that the 
4 elections are over, that which I am about to say is not a 
5 campaign speech. But we who have been in the Legislature for 
6 a period of time go back home and we find the public pointing 
7 its finger at us and blaming us for these damn bureaucracies 
8 land these agencies and these regulatory bodies, and so on and so 
! 
9 on with which they have all the trouble. And they can't get 
10 solutions to their problems, and we have to run in the face 
11 of that kind of criticism because they hold us ~irectly 
12 responsible. Now I don't like it, because I don't think I 
13 am responsible except perhaps in that we haven't been able to 
14 get this information from the field such as we are getting 
15 here, today. Maybe we are negligent in our duty in not 
16 receiving the type of information which we are getting today. 
17 Then after receiving it, being in a position to do something 
18 about it, implement it or go from there. But -- campaign speech 
19 is practically over, now -- but I do want to point out to you 
20 that we have this same criticism of us. Because we are held 
21 responsible for the stupidity of such things as paying $61 
22 an hour for outside people and so on whenever we have people 
23 who could or should do that very same thing. So as 
24 So as one, I want to thank all of you who have brought 
25 these specific circumstances into the record, here, and into 
26 mind so that we can take it from here, rather than try to justif 
27 or apologize or cop out. But it could and should be helpful in 
28 the direction which we go from here on in. 
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Thank you very much, Mr. Goulden. We appreciate your 
4 frnnkness und your nsslstancc. 
5 Larry Mullnix, Chief of Operations, Department of 
6 Water Resources. 
7 MR. NORIEGA: Senator Dills, my name is Archie 
8 Noriega, I am with the Department of Water Resources. I am a 
9 telecommunications engineer and telecommunications manager for 
10 the department. 
J 1 CHAIRMAN DILLS: Would you spell your name for us? 
12 MR. NORIEGA: It's N-o-r-i-e-g-a. 
13 Our department utilizes many forms of communications 
14 from the telephone company, from General Services, and from 
15 private interconnect. I think we could come up with similar 
I6 stories that have been brought up here, recently. We could 
17 also bring up some good points that they have done. 
18 CHAIRMAN DILLS: We could use some of those on 
19 occasion, too. 
20 MR. NORIEGA: I think we could come up with both. 
21 But we are concerned with deregulation, where it's leading. 
22 We'd like to discuss a couple of discussions that could, I 
23 think, put us in a better position to meet deregulation. 
24 Mr. Mullnix is Chief of Water Operations, and he 
25 would discuss a department-owned digital microwave system to 
26 meet our needs, and possibly the needs of other agencies. 
27 And then Mrs. Diana Tei tzel, '-'rho is a department telecomm 
28 analyst will discuss the same thing, concerns and observations 
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1 regarding decentral -- not decentral -- well, decentralization 
2 and the situation that deregulation will bring. 
3 CHAIRMAN DILLS: Thank you. Mr. Mullnix? 
4 MR. MULLNIX: Thank you, Senator. My name is Larry 
5 Mullnix, I am chief of Operations, Department of Water Resources 
6 In the early development stage of the State Water 
7 Project the Department of Water Resources chose to utilize 
8 lease telephone facilities to operate the State Water Project, 
9 because at that time the attitude was that the State was not 
10 to compete with private enterprise in developing communications 
11 systems. 
12 For our operation we knew we needed a fully redundant 
13 system, and thought we had one until we suffered a failure at 
l4 the local exchange last year. That failure pointed out that 
15 we did not have a redundant system. Everything went through 
l6 one exchange. When the exchange lost power, we lost cornmunicaticns. 
17 It's imperative for our operation that we have a fully 
18 redundant system. We are currently not pleased with having 
19 to deal with 12 separate telephone companies. You have only 
20 had a couple talk to you today, but there are an awful lot 
21 in the State which the project intersects. With deregulation 
22 this certainty of our problems grows ominous. 
23 Due to the spiraling communication carrier costs, 
?A both current and projected, and because of the uncertainty 
25 that deregulation brings, we are forced to investigate the 
26 development of our microwave system. The California Water 
27 Commission recently conducted an investigation of our 
28 operation, and solved problems with our telephone company 
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operation. They independently recommended that we investigate 
2 a department-owned microwave system. 
3 Starting in 1983 the Department of Water Resources 
4 will operate as a full-fledged water and electric utility. Not 
5 an industrial customer purchasing power from some other utility. 
6 All power utilities have control of the communications 
7 systems, because the imperative factors are controlling their 
8 resources and balancing the use of them with their loads 
9 instantaneously. A department-owned and operated microwave 
10 system would not only resolve our project needs, but would 
11 provide a vehicle which the phone company currently provides 
12 for meeting our telephone needs, data communication, facimile, 
l3 electronic mail needs, and other types of communications 
14 transmission such as teleconferencing. 
!5 We are proposing to develop a digital microwave 
l6 system with hot st&ndby, space diversity, and battery-backup 
17 This system would go from Sacramento to the Perris reservoir 
18 in Riverside County, and parallel the State Water Project. No 
l9 right-of-way clearance would be required since it would be 
20 on State Water Project land. This approach would provide 
21 a reliable system which could be easily accessed for maintenance 
22 d adverse weather, and involve a minimum of travel time. 
23 Th University of California is currently exploring the 
24 development of a similar microwave backbone. They have 
25 indicated they would be willing to combine resources and help 
26 devise a microwave backbone which would parallel the State's 
27 Water Project, thereby maximizing its use. Unused channels on 
28 this backbone could be used for meeting voice or telecommunication 
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needs for other agencies. 
2 We are asking for an exception from current regulation~ 
3 to enable Department of Water Resources to design our own 
4 system, prepare specs so we can be assured of the most 
5 reliable and up-to-date equipment, and to use our own personnel 
6 to maintain the system. We feel this is necessary, because due 
7 
8 
Ito our utility operation extremely important that we have 
!irunediate response from our own technical forces to effect 
9 repairs. .You have already heard of some of the problems of 



















Departmental personnel will be more sensitive to 
our needs, more readily available, and we could place priority 
as to our needs. 
We. currently have in the field. technicians who are 
digital experts and maintain over 100 computers for microprocesscrs 
to large-frame computers as well as rnodums to communicate from 
field sites. These digital-trained personnel could be utilized 
in part to maintain the digital microwave system. 
To operate as a utility we will need immediate 
technical service 24 hours a day which our people can and have 
been providing on their project uses. Neither the telephone 
company nor Communications Division presently provide this. 
Since our technicians currently maintain computers in 
communications equipment for the project on a 24 hour basis we 
would not have a duplication of effort which we would if another 
agency were to maintain the system. 
The general service technicians are slow to respond 
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up to $14 an hour 
2 more. 
Current the and the General 
Serv ces cost are out of our control. Department will, 
5 in spite of our request, develop our own microwave backbone whi 
6 still utilizing microwave tern to meet our telemetry and 
7 mobile radio needs and in , our power management needs. 
8 
9 organization to plan, engineer, and manage telecommunications 
10 systems. One only has to look around to see that instead of 

















company is decentralizing, computer systems are branching out, 
and the CENTREX is being eliminated. 
It would seem we would not want to put all our eggs 
in one basket. A department-operated system could serve our 
needs, the needs of UC, and other agencies should they desire. 
I have already heard these words before, but I like 
to repeat them: Again, total centralization leads to unwieldy 
bureaucracy. That we in State do not need. We do, 
however, need an overseer to insure compliance with State-
termined objectives and regulations. Individual agencies 
which have not developed the own expertise should be able 
to use these resources, s the individual agencies know 
their needs, objectives, costs, and tight budget. 
I'm sorry, I sa which have "not" developed their 
own. I mean agencies that 
should be able to accomplish this purpose. 
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microwave system we have has been utilized, someone said 40 
2 percent; another person questioned if it was as much as ten 
3 percent. 
4 How does that square with your desire to have your 
5 own system; and did you say that you thought you would be able 
6 to use the present system also in addition to that? 
7 MR. MULLNIX: The present system -- we would use 
! 
8 !the present system in the northern part of the state for our 
' 
9 telemetry needs and for our mobile radio needs. The digital 
10 microwave system which we propose is one which is very easily 
11 adapted to voice transmission, data transwission, and we would 
12 use it along the aqueduct. And it would actually supplement the 
13 State microwave system. We do not use the same system now in 
14 the areas we are proposing to use the new system along the 
15 aqueducts. 
16 CHAIRMAN DILLS: Why? 
17 MR. MULLNIX: It's not applicable. It will not go 
18 into the areas we are interested in touching, and it will not 
19 handle the high rate of traffic that we need to have handled. 
20 We believe a digital microwave system is necessary, and it's 
21 not reliable enough. Our reliability cannot be -- someone 
22 mentioned 99 and nine tenths percent or something, and even 
23 I 199. We have to have a redundant system. We have to have a 
?4 hot system both ways, and even that, our burried cable would 
25 be a backup to communications system. We have to be on the 
26 line continually. Communications cannot break down in a utility 
27 basis. 
28 CHAIRMAN DILLS: Senator Seymour? 
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SENATOR Thank you, Mr. Chairman. 
Mr. Mul t is your total corr~un ations 
) expense annually, now? 
4 MR. MULLNIX: Around $700,000 a year. That's just 
5 the State Water Project. I am not speak for the total 
6 department, just the State Water Project side of that. That's 
7 700,000. 
8 SENATOR SEYMOUR: And this new system you are talking 
9 about that you'd like to get into, do you have any idea of the 
10 capital cost of that? 
ll MR. MULLNIX: My understanding, and we are still 
12 investigating it, my understanding is we are talking around 
13 about $4 million of the capitalized value. 
14 SENATOR SEYMOUR: And operating costs thereafter 
l 5 of the system? 
16 MR. MULLNIX: I do not have a hang on that, sir. 
17 My understanding, it's a lot less than taking a present worth 
18 of 700,000. And that's only the present worth-- that's only 
19 the money we are now spending. And we have the understanding 







to capitalize in let's see. Pardon me. We're talking $10 
million or so as a capitalized value, I don't think that 
our problem is the present system we are paying for, we thought 
we were paying for a redundant system. We're not. We are not 
as an operating utility 
which we will end up in April 1st '83, we cannot afford to 
continue this sort of operation without a redundant system. We 
will not know that our loads are matching our resources. The 
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penalties could be severe. And the other utilities are not 




SENATOR SEYMOUR: Thank you, Mr. Chairman. 
CHAIRMAN DILLS: Any other questions? 
Thank you very much, sir. Now we have another 
6 witness, please? 
7 MS. TEITZEL: My name is Diana Teitzel, with the 
8 Department of Water Resources, Telecommunications Analyst. 
9 For the Department of Water Resources and the area 
10 of deregulation, this is going to be one of heavy fiscal 
11 impact for us. Our telephone bill now is almost $2 million. 
12 Projected rate increases and deregulations, it will more 
13 than double, even if we make no modifications or additions 
14 in what we have. 
15 CHAIRMAN DILLS: Excuse me. How did you arrive at 
16 that conclusion? 
17 MS. TEITZEL: At the $2 million? 
18 CHAIRMAN DILLS: That it will more than double. 
19 MS. TEITZEL: By some of the projected rate increases 
20 I have seen and the articles on deregulation of business 
21 lines doubling, straight service rates doubling. We have 
22 seen 18 percent in the last year. 
23 CHAIRMAN DILLS: That's because they are asking for 
74 it. You mav not qet it. 
25 MS. TEITZEL: I hope not. 
26 The Resolution 52 states that CENTREX will be 
27 replaced. And we are interpreting this to mean that the 
28 agencies would lease or own stand alone PBX's. And Department 
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-- I d 
like to give you a little personal example, here. It's a 
of a stand alone PBX of ital type 
1 would be a good 
5 Our building was designed over 20 years ago, and we 
6 have a lot of data communications now in the building. We 
7 have our own computer system. And the complications of the 
8 cabling power, air conditioning space and everything involved 
9 with that has really skyrocketed in this last year, including 
10 the cost to run all of this. And we find ourselves being in 
II a communications office, we are providing for the running of 
12 the COLAX cable all over the building to accommodate all this 
13 equipment. And as State buildings do, we have a lot of people 
l-1 constantly on the move. Of s making moves, and all these 
15 cables and all these provisions have to be redone. Total 
16 waste of money. 
17 The duct work in the building is filled to capacity. 
!8 So we have been looking, searching some other avenues as to 
19 how we can get around this block. Besides, all the data 
20 problems we have -- of course when peop move their office 
21 they take their phone with them. And we have to provide for 
22 these moves and changes, and they are very expensive. 
23 The phone company in each instance has to come out and make 
24 this move. Physically. 
25 ital PBX is a new piece of equipment on the 
26 market offered by several companies. And it integrates voice 
27 and data over the same pair of wires. So when you relocate 
28 your office and your telephone, if you have a terminal in that 
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1 office, everything is automatically done.. Most of that can 
2 be done by a programmable keyboard that would be at the main 
3 frame on-premise in the building. No need for anybody to come 
4 out. We have a lot of program people in our department that 
5 could handle this. So we would stop running the COLAX cable, 
6 and it would allow our own staff to make these changes. And 
7 another thing we'd aave is the time delays in our department. 
8 And for any department, of course, time is money for people. 
9 As far as planning these systems, as was mentioned 
10 before, some of the larger departments, we feel our own 
11 department is the most sensitive to our own needs. We feel 
12 we have the expertise in having the professional staff to 
13 handle these things in-house. And perhaps agencies without 
l4 this type of staffing, smaller agencies or someone with their 
15 expertise directed in other areas could go to a central body 
16 for assistance. 
17 In the area of management of the systems, the user 
18 almost has to do the management of it. Again, the user is the 
19 one signing the tab for the bills, doing the budgeting. We 
20 have to go before our bodies to justify these monies two years 
21 in advance. And we are most sensitive to what our needs and 
22 uses are, there. 
23 The Resolution's also stating that the communications 
lA system is huge and complex, and that's very true. Such as the 
25 CENTREX that's been mentioned time and again today. But the 
26 technology today allows for us to connect these things. If 
27 we do this piecemeal and don't wait for a huge master plan as 
28 was once conceived, we can cut the conductivity and modularity 
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wast dol rs the meantime. 
I also -- our department ls that our work 
5 force and personnel is where our real cost is. Hardware 
6 costs are getting cheaper all the time, and we need to provide 
7 the best tools for these people to get the job done. People 
8 are being paid very high salaries. The Department of Water 
9 Resources is basically a professional organization. 
10 So in the industry -- the way the industry has been 
11 moving, we have looked to the current centralized body in 
12 February of this year for some direction and assistance. And 
13 we have had very little results with this. So this is what 
14 prompted us to look on our own at some of these items. We 
15 looked into the local area networking possibility and the 
16 digital switches and presented these to the central body as 
17 alternatives. Again, asking to wait until some other studies 
18 were completed. And we haven't heard back, yet. 
19 The resources situation is a problem now. We have 
20 requests every week coming in for new systems. We have 
21 committed to a new computer and to a master lease of computer 
22 in the EDP area. And we are committed to $30,000 a month just 
23 in rental of this equipment. And we are obligated to pay that 
27 the Resources Building could be a test case or something of 
28 
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1 I have a couple of small examples. Everybody's giving\ 
2 their examples. On the CENTREX program it was mentioned that 1 
3 perhaps it wouldn't be around too much longer. That was brough 
4 around two years ago like with the single-line concept. And 
5 we have worked diligently to put that in. Implement it in 
6 every area in our resources building that we can. In some 
7 lack of communication or maybe a lack of planning somewhere the 
8 people that plan the facilities for these downtown State 
9 buildings, we did such a good job selling single-line that we 
10 were out of facilities for several months on two occasions. 
11 We had no cable pairs in the building. And your people don't 
12 stay like just in one place because you have no telephone 
13 facilities. 
14 The last thing I wanted to mention was perhaps 
15 the situation of selecting inferior equipment or obsolete 
16 technology, if each department was to do this on their own. 
17 We are of the feeling that we already have an obsolete 
18 technology. And not necessarily inferior equipment, but 
19 certainly obsolete technology in the commitments that have 
20 been made for CENTREX. So we would like to see a little 
21 more responsibility being given to our department and see a 
22 central body acting more as an assistance, than their watchdog 






CHAIRMAN DILLS: You would like a wee bit of deregulat"on? 
MS. TEITZEL: Or consideration. 
CHAIRMAN DILLS: Any questions or comments? 
Thank you very much. We appreciate your testimony. 
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Captain William Scha 
Cali lorn Highway Patrol, ss Ne da N ls, Tele-
communications , CHP. 
MR. SCHAFFER: Mr. Chairman, members of the 
5 Committee, I am Captain Bill Scha r, Commander of the CHP's 























the planning and implementing of actions necessary to provide 
adequate communications supports statewide for our field 
operations. 
Our total telecooonunications budget is about $24 
million for this year, and of that amount about 2.7 is 
earmarked for telephone service. So as a public safety agent 
you can see that we are vitally interested in the future of 
the telecommunications and telephone industry. 
Although I am here and although we are both here as 
CHP representatives, I need to point out that due to the 
short notice we had of the~eting I have not had a chance to 
discuss my testimony with Commissioner Craig. So I could be 
assigned to Mojave or Death Val by Friday. 
(Laughter) 
CHAIRMAN DILLS: We will try to communicate that 
lack of our own timeliness. 
MR. S:HAFFER: All right. As SR52 points out, there 
are challenges involved in the dismantling of the Bell System, 
ere are also great opportunities. There is a 
wide variety of equipment and systems that are out there, now. 
And we see the opportunity for State users to try these systems 
at what we hope would be competitive prices. 
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While some changes should and would have to be made, 
2 a system of competitive procurement exists now that allows the 
3 State to obtain goods and services that meet minimum 
4 specifications, hopefully at competitive prices. ~'Jhile this 
5 procurement process can work, one of the weak links at the 
G moment is the inability of some operating departments to 
7 analyze, define, substantiate, and prioritize their own 
8 requirements. However, unless departments want to give up 
9 control over the funds they budget, they cannot and should not 
1o expect a central control and service agency to do the 
11 operating department's share of the work. If you loose contro 
12 of the funding and what it buys, you loose the influence 
13 required to accomplish your mission. 
14 We presently deal in our section with a variety of 
15 vendors. And we are prepared and ready and able to do so with 










exists a planning vehicle now, we feel, for each department's 
telecommunications needs in the form of the five year 
telecommunications plan that is presently required by the 
State administrative manual. 
Now as the resolution states, replacing the 
CENTREX system would be a vast and expensive project. At this 
point in time I and I think the people in my section would 
hesitate to assume without any detailed study that the State 
could or should undertake the task, and that if done it would 
26 be cost effective. I think it's simply too soon to tell. And 
27 while we are not privy to Comp Division's proposal for 
2S reorganization, we do recognize and agree with the need for 
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2 telecommunications planning and spending. We would not want 
to see that control, so that individual 
~ operating requirements are not effectively met. We'd rather 
5 see the establishment of guidelines that allow flexibility to 
6 meet our needs and then have our performance monitored to see 
7 if it falls within those parameters. Too often in the past 
8 we've seen rigid centralized control that failed to meet 
9 individual needs and end up costing more. 
10 In summary, we feel that the changes in the future 
11 can have a beneficial effect, and that procedures now exist 
12 that can accomplish the plann and procurement in an 
13 efficient and effective manner. live would hesitate to recomm:e 
14 an overhaul of our present structure until such time as a 
15 clear need makes itself known. 
16 That's the extent of my remarks, and I would be happy 
17 to answer any questions. 
18 CHAIRMAN DILLS: Senator Greene? 
19 SENATOR GREENE: Captain, getting enough informat 
20 on this subject for drafting a resolution, I was informed that 
21 if we had a major emergency in this State, that the State's 
22 portion of the communication system and its ability to 
inte ce with local jurisdictions and to make it into other 
24 existing systems, that the structure now and the ability to 
25 do that is somewhat hampered if we were to have a real major 
26 say, like a major earthquake or rain with mud down and five or 
27 six different places in the State. Say, maybe three rural 
28 outlying areas, a couple of urban areas and what have you, that 
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we would be pretty -- under the system that we have now and 
2 the way we operate, we could possibly be in pretty sad shape. 
) Would you agree with that in part, totally, or 
4 disagree with it? 
5 MR. SCHAFFER: I would certainly agree with it in 
6 part, at least. We have some procedures, now, for various 
7 services such as police and fire to communicate within their 
8 own structure. But we certainly do not have a capability for 
9 all of the emergency service providers to cross-communicate 
lO with each other in an effective fashion. There are highway 
11 maintenance people, the emergency medical aid providers, police 
12 and fire and no system exists at this time to allow them to 
13 cross-communicate. That has been the subject of the Committee 
l4 under Senator Campbell, as I am sure you know. 
15 SENATOR GREENE: I just wanted to get that in the 
16 record. 
17 CHAIRMAN DILLS: Thank you. Next witness? 
18 MS. NICKELS: I would just like to make some comments. 
19 I have heard some very strange things, here. I have been in 
20 this business for the State Highway Patrol 17-and-a-half years. 
21 And generally what we try to do when we have a responsibility 
22 to meet is to look at ourselves first and decide if we are 
23 meeting that responsibility. We all have horror stories about 
an agency who is supposed to be serving us or one who has not, 
25 and it is the same with outside vendors, as well. 
26 When the time comes to talk about those sorts of 
27 things, we'd be glad to testify in that regard about Communi-
28 cations Division, particularly, specifically. We have not had 
PETERS SHORTHAND REPORTING CORPORATION 
3435 AMERICAN RIVER DRIVE, SUITE A 
<;Ar":I'<AMFNTO r.AI IFOI'<NIA 95825 
.. ---------------------. 
120 
the sort of experience altogether that the rest of the users 
2 seem to have had in that we would do -- are able to obtain 
3 emergency services for true emergencies. Part and parcel is 
4 that we try to provide our people with alternative means of 
5 communication, the knowledge on when to call for assistance, 
6 how to report trouble, and spares. All of that goes toward 
7 managing a communications system just as any service agency 
8 does. So when the testimony comes up for that, we would be 
9 ready to talk to that issue, as well. 
lO CHAIRMAN DILLS: All right. Any questions, comments? 
11 We thank you very much. 
12 MR. SCHAFFER: Thank you, Senator. 
13 CHAIRMAN DILLS: It occurred to me as we have had 
14 this hearing that as a somewhat of a student of history, I 
15 thought that we defeated Hitler and I thought that we defeated 
16 the Emperor of Japan. I find that at least in one world, 
17 automobiles, let's say, maybe electronics and others, that 
18 we may not have won that war. They have come on with new 
19 systems and come on with new ideas, and come on with new 
20 equipment and come on with things that are putting us out of 
21 business. It might be somewhat fortuitous that the Bell System 
22 by Federal court decree has been obliged to deregulate. We 
23 may have an opportunity to grasp the situation which tho·se 
24 two countries, generally West Germany and Japan, took 
25 advantage of and instituted some changes and new methods and 
26 procedures, and went in a direction that put them at the top 
27 in many of these fields. 
28 So I want to personally thank Senator Greene for 
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having introduced the resolution which was referred to our 
2 Committee; I want to thank all of those of you who have 
) appeared here for your refreshing and informative remarks. We 
4 are hoping that as a result of th~s hearing today and others, 
5 if necessary, that we can take advantage of this opportunity 
6 to make some changes in the right direction. Save money, get 
7 better equipment, give the public a better service, protect 
s ourselves, our lives, and our property, and utilize the 
9 ability that I know that we have in this country. 
10 So for that reason, I think that this has been a most 
11 helpful and useful hearing, and it wouldn't surprise me if we 
12 didn't have an opportunity to have another one. And I know 
13 for sure that there will be some very serious questions asked, 
14 and hope some good answers given at such time as the budget 
15 for these various departments comes before our Finance 
16 Committee. 
17 So until then, we will see you, and thank you all 
18 for coming to participate, and thank the members. 
19 (Thereupon this Public Hearing 
20 before the Senate Committee on 
21 Government Organization adjourned 
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Senate Hcsolution No. 52 
Introduced by Senator Greene 
August 27, 1982 
Senate Resolution No. 52-Relative to state telephone 
communications equipment and services. 
1 1, 1983, the dismantling of 
2 Bell System network by federal court decree 
3 will change immeasurably the state's dealings with 
4 suppliers of telephone equipment and services, formerly 
5 under the complete jurisdiction of a single telephone 
6 company; and 
7 WHEREAS, advent of multiple suppliers of 
8 telecommunications and services a newly 
9 created ·tive presents both challenges 
10 and opportumties for the State of California, as one of the 
11 largest users of services; and 
12 WHEHEAS, Since events are brand new, all 
13 large governmental users of 
14 telecommunications services must now develop new 
methods of managing this respect; and 
16 WHEREAS, of alternate 
17 telecomrnunications transm1ss10n systems and the 
18 replacement of state's system are 
19 huge, projects will require unified, 
20 centralized a technical competent professional 
staff, and a vast manpower commitment to create and 
maintain these and 
24 management of telecommunications is not immediately 
25 for a proliferation of hundreds of 
26 separate mini-telecommunications departments, often 




1 and this will inevitably result in selection of inferior 
2 equipment, obsolete technology, poor serviCmg, 
3 duplication of effort, and enormous waste of money; now, 
4 therefore, be it 
5 Resolved by the Senate of the State of California, That 
6 a select committee of seven members appointed by thf' 
7 Senate Rules Committee is hereby established, and that 
8 that committee shall conduct an interim study of the 
9 effect of the dismantling of the Bell System telephone 
10 network on the state's telecommunications needs for 
11 equipment and services; and be it further 
12 Resolved, That the select committee submit its findings 
13 and recommendations to the Senate Rules Committee on 
14 or before the date specified therefor by the Senate Rules 
15 Committee. 
0 
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APPENDIX B 

December 16, 1982 
The Honorable Ra C. 
Chairman 
Senate Committee on Governmental Organization 
State Capitol 
Sacramento, CA 95814 
Dear Senator Dills: 
At your November 10 Interim Hearing on Senate Resolution 52 regarding 
Telephone Company deregulation, you asked my comments on the Tel-
ecommunications Operations Plan prepared by Department of General 
Services Communications Division. 
It is evident the Communications Division and Department have done a 
lot of work over the past year, considering the short range and long term 
planning impacts of divestment and deregulation of American Telephone & 
Telegraph Company. 
With respect to setting goals a action plans, my comments are directed 
to: (1) Private Branch Exchange and Key Telephone Systems (Terminal 
Equipment); (2) Centrex Switching Equipment; and (3) Network Transmission. 
(1) Terminal Equipment 
A realistic is to review 
ments over the next five years 
terminal population per year. for 
acce economic payback and service arra I comparing 
the present and projected company versus inter-
connect sources for telephone equipment and service. 
In cases presenting a clear advantage for purchase or lease 
from an interconnect company, the specification writing and pro-
curement procedures would be routinized to keep the time and 
overhead costs for both the State the interconnect vendors to 
a reasonable requirement. the present initial program results 
in rapid work simplification, a five year can be met. 
To give you an example I currently I the Water Resources Control 
Board on December 8, 19 82, is IFB-OP-82 -05 for 
a small Key System that may involve a cost under $50,000. The 
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contract administration process is very ungainly I involving over 
80 pages of contract material from Procurement 1 and the following 
milestones: December 22 - preliminary bid; January 2 0 I 1983 - final 
contract language due; January 27 -submit draft bid without prices; 
February 10 - submit final bid with prices; February 22 - notification 
of intent to award; February 23- end of protest period; February 24-
contract award; March 3 - start installation; March 17 - cut off of 
change orders; April 11 - completion; May 31 - acceptance. 
A typical phone system in the private arena would be bid I installed 
and completed within sixty days I or less. The aim of the State 
agencies should be to develop short form bid documents and pre-
qualification procedures such that the effort and time can be 
reduced to close to normal commercial standards. 
(2) Centrex Equipment 
As Mr. Camacho testified I 60% of the State network consists of 
120 I 000 phones for 200 agencies which are switched through 110 
Centrex machines. With the major rate increases projected from 
Pacific Telephone and the feature limitations of Centrex equipment I 
it behooves the State to have an independent study of the switching 
equipment and network configuration which would optimize and 
economize the Centrex type facilities for the State. 
Lease or purchase of a replacement system will yield major cost 
containment and savings payback on the investment. One method 
of financing is Certificates of Participation being used to finance 
the Sonoma County telephone system. 
(3} Network Transmission 
The question of gaining access to the most economical transmission 
facilities may be best served in the long term by choosing among the 
competitive offerings of ATT Long Lines I the specialized common car-
riers or resale carriers. I suggest an independent study of the com-
parative advantages of upgrading the present State microwave system 
with the outs1de carrier offenngs. My pei"Sonaljudgment is that it 
would be preferable to put the emphasis on your switching facilities 
first to realize the savings and versatility of controlling your net-
work. Cost and methods of transmission will decrease over time 
with the introduction of new technology such as cable I fibre optics 
and satellite transmission. 
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In summary: 
(1) Replacement of your individual key systems and PBXs can proceed 
without delay. 
(2) An objective study of the Centrex system offers major savings and 
opportunities to gain control over your network. 
(3) A study of the transmission facilities comparing costs of outside 
carriers and, where applicable, the comparative cost of investing 
in upgrading the State microwave network, is in order. 
I will be happy to discuss the above comments with you or the appro-
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November 17, 1982 
Honorable Dills 
Member of the Senate 
Chairman, Senate Co~~ittee on 
Governmental Organizations 
California State Legislature 
State Capit.ol, Room 5046 
Sacramento, California 95814 
Dear Senator Dills: 
'J'he Department of General Services, Communications Division, is appreciative 
of this opportunity to respond to some of the testimony by a former 
employee of the Department of Parks and Recreation, and current employees of 
the Department of Transportation and the Department of Parks and Recreation. 
Officer, 
Mr. Henry L. Crutcher, former State Telecommunications 
Parks and Recreation: 
1. Use of the State Microwave for carrying some of the long haul 
circuits for State use was mentioned in our earlier presen-
tation. As stated at that time, the main "backbone" routes which 
could carry the new service are 40 percent loaded. If you 
look at the entire microwave system, the loading will drop to around 
30 percent. 
The microwave system reliabi The 
facts are: The average has been measured to be 
99.9 percent. The total end-to-end backbone is 99.9 percent 
for nonredundant routes, however use of alternate which 
is built in to the system will provide selected circuits, such as 
Sacramento to Los , with a in excess of 99.9 percent. 
To of the State Microwave 
handle or data traffic, we have had 
a year several 9.6 Kilo bit data transmission 
University of California Santa Barbara and 
actual error-free for these circuits, 
of California, is 99.98 percent. 
The Co~~unications Division has been and is 








Some of the 
program includes adding hot standby to 
the addition of battery to all 
, now on order, to 
enable us to restore microwave sites that have been destroyed due to 
natural or man-caused disasters. 
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The allegation that the State Microwave System is too expensive is only 
true in a limited context that it is not being used to its design capa-
bility. By carrying some of the State's long haul telephone circuits, 
we can reduce the cost to the State for all circuits carried by the 
microwave system, telephone as well as existing public-safety type traffic. 
2. Concerning the uncompleted Parks and Recreation (P&R) work orders, at 
this time we have exactly eight P&R work orders on hand over four months 
old. Of the 100 work orders which were allegedly backlogged, 85 of them 
had been completed. Field-issued paperwork on these 85 has not been 
closed out. 
In response to the testimony by Mr. w. To White, Chief Telecommunications Engineer, 
Department of Transportation, and Mr. Donald B. Banks, Associate Telecommunications 
Engineer, Department of Transportation: 
1. The reference to excessive time taken to complete a major Department of 
Transportation (DOT) reconfiguration of dispatching capability was the 
result of several items, the details of which were covered in correspon-
dence tow. T. White, dated June 7, 1982. In summary, over a period of 
about two years, DOT issued several jobs which resulted in a conceptual 
change in the way the DOT base stations were controlled from multiple 
locations. In order to economically handle the change, these jobs were 
consolidated over a period of time and a special audio and signaling 
combiner design was developed which would be of universal use in the DOT 
public-safety radio system. The new design eliminates the need for 
constant redesign of control circuits as DOT dispatching needs are changed. 
The initial design, subsequent design review and modification, ordering of 
parts, fabricating of the special circuit board assemblies all leading 
toward final installation in the fields, actually started in June of 1981. 
The last installation was completed this Fall. 
2. The Communications Division maintains no overcharges to the Department of 
Transportation as implied by !1ro White. The unit cost concept, as adopted 
by the State Radio Users Committee in April, 1979, provides client agencies 
with a guaranteed fixed maintenance charge for any given fiscal year. It 
was agreed by the Committee that rates would be developed by reviewing the 
prior two-year's maintenance experience. Also, prior to the beginning of 
any given fiscal year, the proposed rates and schedule of units to be 
maintained are submitted to the client agency for review. Once adopted, 
the rates are fixed for that fiscal year. If actual effort in any given 
year is substantially different than the projected effort, this change will 
impact future unit costs,o Factors that a.ffect ma1ntenance efforts are type 
of equipment, age, usage, and system complexity. In DOT's case, calculating 
the 1982-83 unit costs based on the 1980-81 and 1981-82 fiscal year's 
maintenance effort, a cost reduction of $80,000 (nine percent) was reflected 
over the prior year unit costs. 
3. Several references were made in previous testimony to allow the various 
State agencies to provide for their own radio and telephone services. This 
addresses the basic issue of centralized service or decentralized services. 
1 ?Q 
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All studies on the topic indicate centralized services eliminate the 
duplication of personnel, facilities, and 
overall cost while providing a level of 
in lower 
service. Centralized 
uniformity throughout services for better control while 
State operations. 
In response to testimony by Mr. Richard Goulden, Acting Telecommunications Officer, 
Department of Parks and Recreation: 
1. In to the installation of the two electronic sirens in vehicles 
assigned to the Anza-Borrego Desert State Park, one installation was done 
on a Monday and the other on a Friday of the same week. The reason for 
this was simple. Since travel time to and from the Park takes four hours, 
the siren installation was done on days when the technician had been called 
to mobile radios in the There was insufficient time on Monday 
to the and make both siren installations. Other State 
agency maintenance work the technician at the 
When the next maintenance call took the technician to the desert on the 
following Friday, the second electric siren was installed. 
2. The case of a failed Parks and Recreation installed wire line 
when the Sacramento Office had not wanted to any more money on the 
line turns out to be a matter of our technician carrying out the 
of a Park Ranger at Angel Island State Park 
out to a radio. When he arrived by 
the outage was caused by a tree which fell 
to the radio. Before any work was done on 
contact Mr. Goulden, but he was unavailable 
was insistent that the vital 
tion, our technician made a 
Our technician was called 
to the I he found 
across the control line leading 
the line, an attempt was made to 
at that time. Since the Ranger 
radio be placed back in opera-
with him and restored the service. 
in some cable he 
The total time for 
was only five hours the 
we did not have a letter from 
of the incident, we have 
from Mr. Goulden. 
3. The statement that we ,100 to 
ride. While 
the line at the time 
for and received such corres-
a wire line m•med 
by the company is not factual. The facts are that two 
installed two separate remote 
control units, and checked out the control lines and the system 
for proper In the process, a minor was made to the 
control line which was not marked as to ownership in order to reestablish 
needed communications. The installation two technicians 
22 hours of time, five hours for travel. Since all work 
on a Saturday, it was not to obtain information 
on owned the control line. The of the line allowed the to 
be so that vital communications could be restored to the 
3 
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park for the weekend. The major cost to restore the radio service was 
removing the damaged equipment and installing replacement equipment, not 
the repair of a telephone company line as Mr. Goulden statedo 
We do not agree with those witnesses who testified that a centralized service for 
State puqlic-sqfety agencies does not work. Centralized services is cost effective 
d, wit~ the iscal constraints we are faced with, we continue to seek the most 
' conomio'al to meet the requirements of the State agencies. 
Deputy Director 
5-9788 
131 
